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PANAMA  CANAL  TREATY  IMPLEMENTING 

LEGISLATION 


TUESDAY,  JUNE  26,  1979 

U.S.  Senate, 
Committee  on  Armed  Services, 

Washington,  D.G. 

The  committee  met  pursuant  to  notice,  at  9 :05  a.m.,  in  room  1318 
Dirksen  Senate  Office 'Building,  Hon.  John  C.  Stennis  (chairman) 
presiding. 

Present :  Senators  Stennis,  Cannon,  Byrd  of  Virgina,  Exon,  Levin, 
Goldwater,  Warner,  Humphrey,  Cohen,  and  Jepsen. 

Staff  present :  Francis  J.  Sullivan,  staff  director ;  John  C.  Roberts, 
general  counsel ;  Phyllis  A.  Bacon,  assistant  chief  clerk ;  Edward  B. 
Kenney,  professional  staff  member;  Christine  E.  Cowart,  research 
assistant;  Doris  E.  Connor  and  Mary  A.  Shields,  clerical  assistants. 

Also  present:  Frank  Krebs,  assistant  to  Senator  Cannon;  Jeffrey 
Record,  assistant  to  Senator  Nunn ;  Gerald  Stacy,  assistant  to  Senator 
Culver ;  Greg  Pallas,  assistant  to  Senator  Exon ;  Peter  Lennon,  assist- 
ant to  Senator  Levin;  Christopher  Lehman,  assistant  to  Senator 
Warner ;  David  Fitzgerald,  assistant  to  Senator  Humphrey ;  Michael 
Hastings,  assistant  to  Senator  Cohen ;  and  Mike  Donley,  assistant  to 
Senator  Jepsen. 

[The  bill,  S.  1024  follows :] 
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96th  congress 
1st  Session 


S.  1024 


To  implement  the  Panama  Canal  Treaty  of  1977  and  related  agreements,  and  for 

other  purposes. 


IN  THE  SENATE  OF  THE  UNITED  STATES 

April  26  (legislative  day,  April  9),  1979 

Mr.  Stennis  (by  request)  introduced  the  following  bill;  which  was  read  twice  and 
referred  to  the  Committee  on  Armed  Services 


A  BILL 

To  implement  the  Panama  Canal  Treaty  of  1977  and  related 
agreements,  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  this  Act  may  be  cited  as  the  "Panama  Canal  Treaty  of 

4  1977    and    Related    Agreements    Implementation    Act    of 

5  1979". 
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1  STATEMENT  OF  PURPOSE 

2  Sec  2.  It  is  the  purpose  of  this  Act  to  provide  legisla- 

3  tion  necessary  or  desirable  for  the  implementation  of  the 

4  Panama  Canal  Treaty  of  1977  between  the  United  States  of 

5  America  and  the  Republic  of  Panama  and  of  the  related 

6  agreements  accompanying  that  treaty. 
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1  DEFINITIONS  AND  GENERAL  PROVISIONS 

2  Sec.   3.   (a)   As  used   in   this   Act,   references   to   the 

3  Panama  Canal  Treaty  of  1977  and  related  agreements  mean 

4  the   Panama  Canal  Treaty  between  the  United  States  of 

5  America  and  the  Republic  of  Panama  signed  September  7, 

6  1977,   the   agreements   relating  to   and  implementing  that 

7  Treaty  signed  on  the  same  date,  and  any  agreement  conclud- 

8  ed  pursuant  to  the  Exchange  of  Notes  relating  to  Air  Traffic 

9  Control  Services  signed  September  7,  1977. 

10  (b)  The  Canal  Zone  Code  is  hereby  redesignated,  and 

11  hereinafter  in  this   Act  referred  to  as,  the  Panama  Canal 

12  Code. 

13  (c)  Except  as  otherwise  provided  in,  or  where  inconsist- 

14  ent  with,  the  provisions  of  this  Act,  the  following  words  and 

15  phrases  are  amended  as  follows  wherever  they  appear  in  the 

16  Panama  Canal  Code  and  other  laws  of  the  United  Strtes, 

17  unless  in  context  the  changes  are  clearly  not  intended,  or 

18  unless  such  words  and  phrases  refer  to  a  time  prior  to  the 

19  effective  date  of  this  Act,  as  defined  in  section  503  (herein- 

20  after  in  this  Act  called  the  "effective  date"): 

21  (1)  "Panama  Canal  Company"  to  read  "Panama 

22  Canal  Commission". 

23  (2)  "Company"  to  read  "Commission"  wherever 

24  the   word   "Company"   has   reference   to   the    Panama 

25  Canal  Company. 
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1  (3)  "Canal  Zone  Government"  to  read  "Panama 

2  Canal  Commission". 

3  (4)  "Governor"  or  "Governor  of  the  Canal  Zone" 

4  to  read   "Panama   Canal   Commission"   wherever  the 

5  reference  is  to  the  Governor  of  the  Canal  Zone. 

6  (5)  "President"  to  read  "Administrator"  wherever 

7  the  word  "President"  has  reference  to  the  president  of 

8  the  Panama  Canal  Company. 

9  (6)  "Government  of  the  Canal  Zone",  or  "Gov- 

10  ernment",  wherever  the  reference  is  to  the  Govern- 

11  ment  of  the  Canal  Zone,  to  read  "United  States  of 

12  America". 

13  (7)    "Canal    Zone   waters"    and    "waters    of   the 

14  Canal   Zone"   to   read   "Panama   Canal   waters"   and 

15  "waters  of  the  Panama  Canal",  respectively. 

16  (8)  "Canal  Zone  Merit  System"  to  read  "Panama 

17  Canal  Employment  System". 

18  (9)    "Canal    Zone    Board    of   Appeals"    to    read 

19  "Panama  Canal  Board  of  Appeals". 

20  (d)  Reference  to  the  Canal  Zone  in  provisions  of  the 

21  Panama   Canal   Code   or  other  laws   of  the   United  States 

22  which   apply   to   transactions,   occurrences,   or   status   after 

23  (treaty  effective  date)  shall  be  deemed  to  be  to  areas  and 

24  installations  in  the  Republic  of  Panama  made  available  to  the 
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1  United  States  pursuant  to  the  Panama  Canal  Treaty  of  1977 

2  and  related  agreements. 

3  (e)   The   President   shall,   within   two  years   after   the 

4  Panama  Canal  Treaty  of  1977  enters  into  force,  submit  to 

5  the  Congress  proposed  legislation  which  would — 

6  (1)  amend  or  repeal  provisions  of  law  which  in 

7  their  present  form  are  applicable  only  during  the  tran- 

8  sition  period  prescribed  in  Article  XI  of  that  Treaty, 

9  and 

10  (2)   incorporate   the   remaining   provisions   of   the 

11  Panama  Canal  Code  into  the  United  States  Code,  pro- 

12  posing   any   changes    thereto    considered    advisable    in 

13  light   of   the   experience   as   of   that   time   under   that 

14  Treaty. 

15  TITLE  I— PANAMANIAN  RELATIONS  AND 

16  SECURITY  MATTERS 

17  UNITED  STATES-PANAMA  JOINT  COMMITTEES 

18  Sec.   101.  (a)  The  President  shall  appoint  the  repre- 

19  sentatives  of  the  United  States  to  the  Joint  Commission  on 

20  the  Environment  to  be  established  under  paragraph  2  of  Arti- 

21  cle  VI  of  the  Panama  Canal  Treaty  of  1977. 

22  (b)  The  President  shall  designate  and  the  Secretary  of 

23  State  shall  coordinate  the  participation  of  the  representatives 

24  of  the  United  States  to  the  Consultative  Committee  between 

25  the  United  States  and  the  Republic  of  Panama  to  be  estab- 
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1  lished  under  paragraph  7  of  Article  III  of  the  Panama  Canal 

2  Treaty  of  1977. 

3  AUTHORITY  OF  THE  AMBASSADOR 

4  Sec.    102.    (a)   The   Ambassador   to   the   Republic   of 

5  Panama  shall  have  full  responsibility  for  the  coordination  of 

6  the  transfer  to  the  Republic  of  Panama  of  those  functions 

7  that  are  to  be  assumed  by  the  Republic  of  Panama  pursuant 

8  to  the  Panama  Canal  Treaty  of  1977  and  related  agree- 

9  ments. 

10  (b)  The  Administrator  of  the  Panama  Canal  Commission 

11  and  personnel  under  his  supervision  shall  not  be  subject  to 

12  the  direction  or  supervision  of  the  United  States  Chief  of  Mis- 

13  sion  in  the  Republic  of  Panama  with  respect  to  the  responsi- 

14  bilities  of  the  Commission  for  the  operation,  management,  or 

15  maintenance  of  the  Panama  Canal  as  established  in  this  or 

16  other  Acts,  and  the  Panama  Canal  Treaty  of  1977  and  its 

17  related  agreements;  in  other  respects  (22  U.S.C.  2680a)  shall 

18  be  applicable. 

19  SECURITY  LEGISLATION 

20  Sec.    103.   (a)  Sections  34  and  35  of  title  2  of  the 

21  Panama  Canal  Code  are  repealed. 

22  (b)  Section  1  of  title  II  of  the  Act  of  June  15,  1917  (50 

23  U.S.C.  191),  is  amended  by  (1)  striking  the  second  paragraph 

24  of  that  section,   and  by  (2)  striking  the  term   "the   Canal 

25  Zone,". 
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1  (c)  Section  2  of  the  Act  of  November  15,   1941  (50 

2  U.S.C.  191b)  is  repealed. 

3  (d)  Section  1  of  title  XIII  of  the  Act  of  June  15,  1917 

4  (50  U.S.C.  195)  is  amended  by  striking  the  term  "the  Canal 

5  Zone  and". 

6  (e)  Section  1  of  the  Act  of  August  9,  1954  (50  U.S.C. 

7  196)  is  amended  by  striking  the  term  "including  the  Canal 

8  Zone,". 

9  AEMS  EXPORT  CONTROL 

10  Sec.  104.  Section  38  of  the  Arms  Export  Control  Act 

11  (22  U.S.C.  2778)  is  amended  by  striking  out  subsection  (d) 

12  thereof. 

13  PRIVILEGES  AND  IMMUNITIES 

14  Sec.  105.  The  Secretary  of  State  shall  from  among  per- 

15  sons  recommended  by  the  Panama  Canal  Commission  deter- 

16  mine,  and  shall  maintain  and  from  time  to  time  furnish  to  the 

17  Government  of  the  Republic  of  Panama,  the  list  of  those  offi- 

18  cials  and  other  persons  who  shall  enjoy  the  privileges  and 

19  immunities  accorded  under  Article  VIII  of  the  Panama  Canal 

20  Treaty  of  1977. 

21  TERMINATION  OF  CANAL  ZONE  GOVERNMENT;  TRANSFER 

22  OF  RECORDS 

23  Sec  106.  (a)  Sections  1,  2,  3,  31,  32,  33,  333,  and  334 

24  of  title  2  and  sections  5081  through  5092  of  title  6  of  the 

25  Panama  Canal  Code  are  repealed. 
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1  (b)  The  Panama  Canal  Commission,  other  agencies  or 

2  departments,  and  United  States  courts  in  the  RepubUc  of 

3  Panama  are  authorized  to  transfer  any  of  their  records,  or 

4  copies  thereof,  inchiding  records  acquired  from  the  Canal 

5  Zone  Government  or  Panama  Canal  Company  such  as  vital 

6  statistics  records,  to  other  agencies,  departments,  or  courts  of 

7  the  United  States  and,   if  determined  by  the  head  of  the 

8  agency  or  department  concerned  to  be  in  the  interest  of  the 

9  United    States,    to    the    Government    of    the    Republic    of 

10  Panama.  Transfer  of  records  or  copies  thereof  under  this  sec- 

11  tion  to  the  Government  of  the  Republic  of  Panama  shall  be 

12  accomplished  under  the  coordination  and  with  the  approval  of 

13  the  Ambassador. 

14  PAYMENT  TO  PANAMA;  REPEALER 

15  Sec.  107.  Title  I  of  the  Act  of  November  27,  1973  (87 

16  Stat.  636)  is  amended  by  striking  out  the  heading  "Pay- 

17  MENT  TO  THE  REPUBLIC  OF  Panama"  and  all  that  follows 

18  under  that  heading. 

19  TITLE  II— PANAMA  CANAL  COMMISSION 

20  Part  1 — Organizational  Matters 

21  establishment;  purposes;  location  of  offices 

22  Sec.  201.  (a)  Section  61  of  title  2  of  the  Panama  Canal 

23  Code  is  amended  to  read  as  follows: 
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1  "§61.  Continuation,  purposes,  offices,  and  residence  of  the 

2  Commission 

3  "(a)  For  the  purposes  of  managing,  operating,  and  main- 

4  taining  the  Panama  Canal  and  its  complementary  works,  in- 

5  stallations,  and  equipment,  and  of  conducting  operations  inci- 

6  dent  thereto,  in  accordance  with  the  Panama  Canal  Treaty  of 

7  1977  and  related  agreements,  the  Panama  Canal  Commis- 

8  sion  is  established  as  a  body  corporate  and  as  an  agency  and 

9  instrumentality  of  the  United  States,  and  is  declared  to  be  the 

10  successor  to  the  Panama  Canal  Company. 

11  "(b)  The  principal  office  of  the  Commission  shall  be  lo- 

12  cated  in  the  Republic  of  Panama  in  one  of  the  areas  made 

13  available  for  the  use  of  the  United  States  under  the  Panama 

14  Canal  Treaty  of  1977  and  related  agreements,  but  the  Com- 

15  mission  may  establish  agencies  or  branch  offices  in  such  other 

16  places  as  it  deems  necessary  or  appropriate  in  the  conduct  of 

17  its  business.  Within  the  meaning  of  the  laws  of  the  United 

18  States  relating  to  jurisdiction  or  venue  in  civil  actions,  the 

19  Commission  is  an  inhabitant  and  resident  of  the  District  of 

20  Columbia,  and  of  the  eastern  judicial  district  of  Louisiana.". 

21  (b)  Subsection  (a)  of  section  62  of  title  2  of  the  Panama 

22  Canal  Code  is  amended  by  substituting  the  words  "Panama 

23  Canal  Company"  for  "Company"  and  the  words  "Panama 

24  Canal  Commission"  for  "Panama  Canal  Company". 
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1  PAYMENT  OF  INTEREST  TO  UNITED  STATES  TREASURY; 

2  REPEAL  OF  REQUIREMENT 

3  Sec.  202.  (a)  Subsection  (e)  of  section  62  of  title  2  of 

4  the  Panama  Canal  Code  is  repealed. 

5  (b)  Subsection  (f)  of  section  62  of  title  2  of  the  Panama 

6  Canal  Code  is  amended  by  substituting  the  words  "compute 

7  its  capital  surplus  account"  for  "account  for  its  surplus",  and 

8  by  deleting  the  words  "in  determining  the  base  for  the  inter- 

9  est  payments  required  by  subsection  (e)  of  this  section". 

10  (c)  Section  70  of  title  2  of  the  Panama  Canal  Code  is 

11  amended  by  deleting  the  words  "in  determining  the  base  for 

12  interest  payments  required  by  section  62(e)  of  this  title",  and 

13  by  inserting  the  term  "including  operating  expenses  and  pay- 

14  ments  required  by  paragraph  5  of  Article  III  and  paragraphs 

15  4  (a),  (b),  and  (c)  of  Article  XIII  of  the  Panama  Canal  Treaty 

16  of  1977,"  after  the  term  "working  capital  requirements,". 

17  (d)  Section  72  of  title  2  of  the  Panama  Canal  Code  is 

18  amended  by  deleting  the  words  "pursuant  to  section  62(e)  of 

19  this  title". 

20  EXPENDITURES  AND  PAYMENTS  TO  PANAMA 

21  Sec.  203.  Subsection  (g)  of  section  62  of  title  2  of  the 

22  Panama  Canal  Code  is  amended  to  read  as  follows: 

23  "(g)  The  Panama  Canal  Commission  shall  pay  directly 

24  from  Canal  operating  revenues  to  the  Republic  of  Panama 
2;")  those  payments  required  under  paragraph  4  of  Article  XIII 
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1  of  the  Panama  Canal  Treaty  of  1977.  In  determining  the 

2  adequacy  of  operating  revenues  for  the  purpose  of  payments 

3  to  Panama  under  paragraph  4(c)  of  that  Article,  such  operat- 

4  ing  revenues  of  a  given  fiscal  period  shall  be  reduced  by  (1) 

5  all  costs  attributable  to  the  operation,  maintenance,  and  im- 

6  provement  of  the  Canal  of  that  period  including  (i)  operating 

7  expenses  determined  in  accordance  with  generally  accepted 

8  accounting  principles,  (ii)  payments  to  Panama  under  para- 

9  graphs  4(a)  and  4(b)  of  that  Article  and  under  paragraph  5  of 

10  Article  III  of  the  Treaty,  and  (iii)  amounts  in  excess  of  de- 

1 1  preciation  and  amortization  programed  to  fund  requirements 

12  for   plant   replacement,    expansion,    and   improvements;    (2) 

13  amounts  allocated  prior  to  the  effective  date  of  an  increase  in 

14  toll  rates  for  the  purpose  of  matching  revenues  with  expenses 

15  during  the  period  projected  for  the  increase  to  remain  in 

16  effect;  (3)  the  accumulated  sum  from  prior  years  (beginning 

17  with  the  year  in  which  the  Panama  Canal  Treaty  of  1977 

18  enters  into  force)  of  any  excess  of  such  cost  requirements  of 

19  the  Commission  over  operating  revenues;  and  (4)  working 

20  capital  requirements  of  the  Commission  as  approved  annually 

21  by  its  board  of  directors.". 

22  PUBLIC  SERVICE  PAYMENTS  TO  PANAMA 

23  Sec.  204.  Section  62  of  title  2  of  the  Panama  Canal 

24  Code  is  amended  by  adding  a  new  subsection  (h)  to  read  as 

25  follows: 
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1  "(h)  Payments  by  the  Commission  to  the  Republic  of 

2  Panama  for  providing  public   services   in   accordance   with 

3  paragraph  5  of  Article  III  of  the  Panama  Canal  Treaty  of 

4  1977  shall  be  treated  for  all  purposes  as  an  operating  cost  of 

5  the  Commission.". 

6  BOARD  OF  DIRECTORS  OF  COMMISSION 

7  Sec.  205.  Subsection  (a)  of  section  63  of  title  2  of  the 

8  Panama  Canal  Code  is  amended  to  read  as  follows: 

9  "(a)  A  board  of  directors  shall  manage  the  affairs  of  the 

10  Panama  Canal  Commission.  The  President  of  the  United 

11  States  shall  appoint  the  members  of  the  board  in  accordance 

12  with  paragraph  3  of  Article  III  of  the  Panama  Canal  Treaty 

13  of  1977,  and  neither  this  chapter  nor  any  other  law  prevents 

14  the  appointment  and  service  as  a  director,  or  as  an  officer  of 

15  the  Commission,  of  an  officer  or  employee  of  the  United 

16  States,  or  of  a  person  who  is  not  a  national  of  the  United 

17  States.  Each  director  so  appointed  shall,  subject  to  paragraph 

18  3  of  Article  III  of  the  Panama  Canal  Treaty  of  1977,  hold 

19  office  at  the  pleasure  of  the  President,  and,  before  entering 

20  upon  his  duties,  shall  take  an  oath  faithfully  to  discharge  the 

21  duties  of  his  office.". 

22  QUORUM  OF  BOARD  OF  DIRECTORS 

23  Sec.  206.  Subsection  (c)  of  section  63  of  title  2  of  the 

24  Panama  Canal  Code  is  amended  to  read  as  follows: 


15 


14 

1  "(c)  The  directors  shall  hold  meethigs  as  provided  by 

2  the  bylaws  of  the  Panama  Canal  Commission.  A  quorum  for 

3  the  transaction  of  business  shall  consist  of  a  majority  of  the 

4  directors  of  which  a  majority  of  those  present  are  nationals  of 

5  the  United  States.". 

6  ADMINISTRATOR  AND  DEPUTY 

7  Sec.  207.  Section  64  of  title  2  of  the  Panama  Canal 

8  Code  is  amended  to  read  as  follows: 

9  "§  64.  Administrator  and  Deputy 

10  "The  President  of  the  United  States  shall  appoint  the 

11  Administrator   and   Deputy   Administrator   of   the    Panama 

12  Canal  Commission.  The  Administrator  shall,  subject  to  the 

13  direction  and  under  the  supervision  of  the  board,  be  the  chief 

14  executive  officer  of  the  Commission.  The  Administrator  and 

15  Deputy  Administrator  shall  hold  office  at  the  pleasure  of  the 

16  President.". 

17  SUITS  AGAINST  COMMISSION 

18  Sec.  208.  Paragraph  (3)  of  subsection  (a)  of  section  65 

19  of  title  2  of  the  Panama  Canal  Code  is  amended  to  read  as 

20  follows: 

21  "(3)  sue  and  be  sued  in  its  corporate  name,  except 

22  that— 

23  "(A)  its  amenability  to  suit  is  limited  by  the 

24  immunities    provided    by    Article    VIII    of    the 
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1  Panama  Canal  Treaty  of  1977,  and  otherwise  by 

2  law; 

3  "(B)  salaries  or  other  moneys  owed  by  the 

4  Commission  to  its  employees  shall  not  be  subject 

5  to   attachment,   garnishment,   or   similar   process, 

6  except   as   otherwise   expressly   provided   by   the 

7  laws  of  the  United  States;  and 

8  "(C)  it  is  exempt  from  any  liability  for  pre- 
9.  judgment  interest.". 

10  APPLICABILITY  OF  GOVERNMENT  CORPORATION  CONTROL 

11  ACT 

12  Sec.  209.  The  matter  preceding  clause  (1)  in  subsection 

13  (a)  of  section  66  of  title  2  of  the  Panama  Canal  Code  is 

14  amended  to  read  as  follows: 

15  "(a)  Subject  to  the  Government  Corporation  Control 

16  Act  (31  U.S.C.  sec.  841  et  seq.),  and  to  the  Panama  Canal 

17  Treaty  of  1977  and  related  agreements,  the  Panama  Canal 

18  Commission  may:". 

19  COMMISSION  PROPERTY  AND  ASSETS;  DEPRECIATION  AND 

20  AMORTIZATION 

21  Sec   210.   (a)  Sections  67   and  73  of  title  2  of  the 

22  Panama  Canal  Code  are  repealed. 

23  (b)  Section  68  of  that  title  is  amended  to  read  as  follows: 
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1  "§68.  Assets  and  liabilities 

2  "(a)  Property  and  other  assets  of  the  Panama  Canal 

3  Company  and  of  the  Canal  Zone  Government  which  are  not 

4  transferred  to  other  United  States  Government  agencies  or  to 

5  the  Republic  of  Panama,  or  otherwise  disposed  of,  shall,  not- 

6  withstanding  section  5  of  the  Act  of  July   16,    1914,   as 

7  amended  (31  U.S.C.  §  638(a)),  be  the  property  and  assets  of 

8  the  Panama  Canal  Commission  from  and  after  the  effective 

9  date,  and  except  as  otherwise  provided  by  law,  the  Commis- 

10  sion  shall  assume  the  liabilities  of  the  Panama  Canal  Com- 

11  pany  and  Canal  Zone  Government  then  outstanding, 

12  "(b)    The    Commission    may    depreciate    the    Panama 

13  Canal,  its  complementary  works,  installations,  and  equip- 

14  ment,  and  all  other  property  and  assets  of  the  Commission, 

15  and  may  amortize  over  the  life  of  the  Panama  Canal  Treaty 

16  of  1977  the  right  to  use  certain  assets  such  as  housing  made 

17  available  to  the  United  States  under  that  Treaty  and  related 

18  agreements.  The  value  of  these  use  rights,  as  determined  by 

19  the  Commission,  shall  be  established  as  an  asset  on  the  books 

20  of  the  Commission  and  amortized  over  the  period  of  use. 

21  "(c)  The  assets  and  liabilities  referred  to  in  this  section 

22  shall  be  deemed  to  have  been  accepted  and  assumed  by  the 

23  Commission  without  the  necessity  of  any  act  on  the  part  of 

24  the  Commission  except  as  otherwise  stipulated  by  section  62 

25  of  this  title.". 
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1  EEGULATIONS  REGARDING  NAVIGATION,  PASSAGE,  AND 

2  PILOTAGE 

3  Sec.  211.  (a)  The  introductory  phrase  to  section  1331 

4  of  title  2  of  the  Panama  Canal  Code  is  amended  by  striking 

5  out  the  word  "President"  and  by  inserting  in  lieu  thereof  the 

6  word  "Commission". 

7  (b)  Paragraph  (1)  of  section   1331   of  title   2   of  the 

8  Panama  Canal  Code  is  amended  by  striking  out  the  words 

9  "harbors  and  other  waters  of  the  Canal  Zone"  and  by  insert- 

10  ing  in  heu  thereof  the  words  "waters  of  the  Panama  Canal 

1 1  and  areas  adjacent  thereto  including  the  ports  of  Balboa  and 

12  Cristobal". 

13  (c)  Paragraph   (4)   of  section    1331    of  title   2   of  the 

14  Panama  Canal  Code  is  amended  by  striking  out  the  words 

15  "waters  of  the  Canal  Zone"  and  by  inserting  in  lieu  thereof 

16  the  words  "waters  of  the  Panama  Canal  and  areas  adjacent 

17  thereto  including  the  ports  of  Balboa  and  Cristobal". 

18  FUNDS  AND  ACCOUNTS;  FURNISHING  OF  SERVICES; 

19  REIMBURSEMENT 

20  Sec.   212.  (a)  Section  231   of  title  2  of  the  Panama 

21  Canal  Code  is  repealed. 

22  (b)  Section  232  of  title  2  of  the  Panama  Canal  Code  is 

23  amended  to  read  as  follows: 
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1  "§232,  Furnishing  of  services;  reimbursements 

2  "(a)  The  Department  of  Defense  shall  reimburse  the 

3  Panama  Canal  Commission  for  amounts  expended  by  the 

4  Commission  in  maintaining  defense  facilities  in  standby  con- 

5  dition  for  the  Department  of  Defense. 

6  "(b)  Such  agency  as  the  President  may  designate  is  au- 

7  thorized  to  provide  educational  and  health  care  services  to 

8  persons  eligible  to  receive  such  services  under  the  Panama 

9  Canal  Treaty  of  1977  and  related  agreements.  Notwithstand- 

10  ing  any  other  law,  the  appropriations  of  such  agency  are 

11  made  available  for  conducting  educational  and  health  care 

12  activities,  including  kindergartens  and  college,  formerly  car- 

13  ried  out  by  the  Canal  Zone  Government,  and  for  providing 

14  the  services  related  thereto. 

15  "(c)  Amounts  so  expended  for  furnishing  services  to  per- 

16  sons  eligible  to  receive  them  under  the  Panama  Canal  Treaty 

17  of  1977  and  related  agreements,  less  amounts  payable  by 

18  such  persons,  shall  be  fully  reimbursable  to  the  agency  fur- 

19  nishing  the  services,  except  to  the  extent  that  such  expendi- 

20  tures  are  the  responsibility  of  that  agency.  The  appropri- 

21  ations  or  funds  of  the  Panama  Canal  Commission  are  made 

22  available  for  such  reimbursements  on  behalf  of  employees  of 

23  the  Commission  and  other  persons  authorized  to  receive  such 

24  services  and  eligible  under  the  Panama  Canal  Treaty  and 

25  related  agreements.   The  appropriations  or  funds  of  other 
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1  agencies  conducting  operations  in  the  Republic  of  Panama, 

2  including  the  Smithsonian  Institution,  are  made  available  for 

3  reimbursements  on  behalf  of  employees  of  such  agencies  and 

4  their  dependents. 

5  "(d)  The  appropriations  or  funds  of  United  States  agen- 

6  cies  conducting  operations  in  the  Republic  of  Panama  are 

7  made  available  to  defray  the  cost  of  (i)  health  care  services  to 

8  elderly  or  disabled  persons  who  were  eligible  to  receive  such 

9  services  prior  to  the  effective  date,  less  amounts  payable  by 

10  such    persons,    and    (ii)    educational    services    provided    by 

11  schools  in  the  Republic  of  Panama  which  are  not  operated  by 

12  the  United  States  to  persons  who  were  receiving  such  serv- 

13  ices  at  the  expense  of  the  Canal  Zone  Government  prior  to 

14  the  effective  date.". 

15  (c)  Section  233  of  title  2  of  the  Panama  Canal  Code  is 

16  amended  by  striking  the  terms  "Canal  Zone  Government  or 

17  the  Panama  Canal  Company"  and  by  inserting  in  lieu  thereof 

18  the  term  "Panama  Canal  Commission". 

19  (d)  Section  234  of  title  2  of  the  Panama  Canal  Code  is 

20  amended  by  striking  the  term  "Canal  Zone"  and  by  inserting 

21  in  lieu  thereof  the  term  "Panama  Canal  Commission". 

22  (e)  Section  235  of  title  2  of  the  Panama  Canal  Code  is 

23  amended  by  striking  the  tenn  "Canal  Zone  Government  and 

24  the  Panama  Canal  Company"  and  by  inserting  in  lieu  thereof 

25  the  term  "Panama  Canal  Commission". 
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1  PUBLIC  PROPERTY  AND  PROCUREMENT;  TRANSFERS  AND 

2  •  CROSS  SERVICING 

3  Sec  213.  (a)  Section  371  of  title  2  of  the  Panama 

4  Canal  Code  is  repealed. 

5  (b)  Section  372  of  title  2  of  the  Panama  Canal  Code  is 

6  amended  to  read  as  follows: 

7  "§  372.  Transfers  and  cross-servicing  between  agencies 

8  "(a)  In  the  interest  of  economy  and  maximum  efficiency 

9  in  the  utilization  of  Government  property  and  facilities,  there 

10  are  authorized  to  be  transferred,  notwithstanding  section  5  of 

11  the  Act  of  July  16,  1914,  as  amended  (31  U.S.C.  §  638(a)), 

12  between  departments  and  agencies,  with  or  without  exchange 

13  of  funds,  all  or  so  much  of  the  facilities,  buildings,  structures, 

14  improvements,  stock,  and  equipment  of  their  activities  locat- 

15  ed  in  the  Republic  of  Panama  as  may  be  mutually  agreed 

16  upon  by  the  departments  and  agencies  involved  and  approved 

17  by  the  President  of  the  United  States  or  his  designee.  With 

18  respect  to  transfers  without  exchange  of  funds,  transfers  to  or 

19  from  the  Panama  Canal  Commission  are  subject  to  section  62 

20  of  this  title,  as  amended. 

21  "(b)  The  Panama  Canal  Commission  and  other  agencies 

22  of  the  United  States  may  enter  into  cross-servicing  agree- 

23  ments  for  the  use  of  facilities,  furnishing  of  services,  or  per- 

24  formance  of  functions. 
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1  "(c)  The  provisions  of  subsections  (a)  and  (b)  above  shall 

2  be  applicable  to  the  Smithsonian  Institution.". 

3  Part  2— Tolls 

4  measurement  rules;  changes  in  rates 

5  Sec.  230.  Section  411  of  title  2  of  the  Panama  Canal 

6  Code  is  amended  to  read  as  follows: 

7  "§  411.  Prescription  of  measurement  rules  and  tolls 

8  "(a)  The  Panama  Canal  Commission  may  prescribe,  and 

9  from  time  to  time  change — 

10  "(1)  the  rules  for  the  measurement  of  vessels  for 

11  the  Panama  Canal;  and 

12  "(2)  subject  to  section  412  of  this  title,  the  tolls 

13  that  shall  be  levied  for  the  use  of  the  Canal. 

14  "(b)  The  Commission  shall  give  three  months'  notice,  by 

15  publication  in  the  Federal  Register^  of  proposed  changes  in 

16  basic  rules  of  measurement  or  in  rates  of  tolls,  during  which 

17  period  a  public  hearing  shall  be  conducted.  Changes  in  basic 

18  rules  of  measurement  and  changes  in  rates  of  tolls  shall  be 

19  subject  to  and  shall  take  effect  upon  the  approval  of  the 

20  President  of  the  United  States,  whose  action  in  such  matters 

21  shall  be  final". 

22  SETTING  OF  RATES  UNDER  NEW  TREATY 

23  Sec.  231.  In  order  to  insure  that  the  rates  of  tolls  in 

24  effect  on  the  effective  date  are  adequate  to  meet  the  require- 

25  ments  of  section  412  of  title  2  of  the  Panama  Canal  Code,  as 
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1  amended  by  section  232  of  this  Act,  the  Panama  Canal  Com- 

2  pany  is  authorized,  in  advance  of  that  date,  to  change  the 

3  rates,  effective  on  the  effective  date,  such  change  to  be  sub- 

4  ject  to  the  approval  of  the  President  whose  action  in  the 
-5  ^matter  "shall  be  final.  If  and  to  the  extent  that  time  permits, 

6  the  Company  shall  give  three  months'  notice,  by  publication 

7  in  the  Federal  Register,  of  such  proposed  changes  in  rates 

8  of  tolls,    during   which   period   a   pubhc   hearing   shall   be 

9  conducted. 

10  BASES  OF  TOLLS 

11  Sec.  232.  (a)  Subsection  (b)  of  section  412  of  title  2  of 

12  the  Panama  Canal  Code  is  amended  to  read  as  follows: 

13  "(b)  Tolls   shall  be  prescribed  at  rates  calculated  to 

14  cover  as  nearly  as  practicable  all  anticipated  costs  of  main- 

15  taining  and  operating  the  Panama  Canal,  together  with  the 

16  facihties  and  appurtenances  related  thereto,  including  depre- 

17  ciation  of  assets,  amortization  of  use  rights,  and  the  pay- 
18 '  ments  to  Panama  pursuant  to  paragraph  5  of  Article  III  and 
rl9  paragraphs  4(a)  and  4(b)-  of  Article  XIII  of  the  Panama 
20-  Oanal  Treaty  of  1977.  In  determining  the  rates  of  tolls,  there 

21  may  also  be  taken  into  account  unrecovered  past  costs,  fund- 

22  ing  required  to  establish  or  maintain  a  capital  reserve  ac- 

23  count  programed  to  fund  requirements  for  plant  replacement, 

24  expansion,  and  improvements,  and  the  necessity  of  establish- 

25  ing  reserves  for  the  purpose  of  matching  revenues  with  ex- 
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1  penses  during  the  period  projected  for  a  given  toll  rate  to 

2  remain  in  effect.". 

3  (b)  Subsection  (c)  of  section  412  of  title  2  of  the  Panama 

4  Canal  Code  is  amended  to  read  as  follows: 

5  "(c)  Vessels  operated  by  the  United  States,  including 

6  vessels  of  v^^ar  and  auxiliary  vessels,  and  ocean-going  training 

7  ships  owned  by  the  United  States  and  operated  by  State  nau- 

8  tical  schools,  shall  pay  tolls.". 

9  (c)  Subsection  (d)  of  section  412  of  title  2  of  the  Panama 

10  Canal  Code  is  amended  by  deleting  the  words  "of  articles 

1 1  XVIII  and  XIX  of  the  convention  between  the  United  States 

12  and  Panama  concluded  on  November  18,  1903,  -and",  by  in- 

13  serting  a  comma  in  place  of  the  period  at  the  end  of  the 

14  subsection,  and  by  adding  thereafter  "and  of  Articles  II,  III, 

15  and  VI  of  the  Treaty  Concerning  the  Permanent  Neutrality 

16  and  Operation  of  the  Panama  Canal,  between  the  United 

17  States  of  America  and  the  Republic  of  Panama,  signed  Sep- 

18  tember  7,  1977.". 

19  Pakt  3 — Claims 

20  measure  of  damages;  time  for  filing;  board  of 

21  local  inspectors 

22  Sec.  260.  Chapter  11^  of  title  2  of  the  Panama  Canal 

23  Code  is  amended  as  follows: 

24  (a)    The    title    of    the    chapter    is    amended    to    read 

25  "CLAIMS  ARISING  FROM  OPERATION  OF  CANAL." 
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1  (b)  Section  271  of  title  2  of  the  Panama  Canal  Code  is 

2  repealed. 

3  (e)  The  headings  of  subchapters  I  and  11  are  deleted, 

4  (d)  Section  291  of  title  2  of  the  Panama  Canal  Code  is 

5  amended  as  follows: 

6  (1)  The  period  at  the  end  of  the  first  sentence  is 

7  changed  to  a  comma,  and  the  following  language  is 

8  added:  "unless  it  is  established  that  the  injury  was  not 

9  proximately  caused  by  the  negligence  or  fault  of  any  of 

10  its  officers  or  employees  acting  within  the  scope  of  his 

11  employment  and  in  the  line  of  his  duties  in  connection 

12  with  the  operation  of  the  Canal.". 

13  (2)  In  the  fourth  sentence,  the  words,  "the  side" 

14  are  amended  to  read  "any  portion  of  the  hull". 

15  (e)  Section  293  of  title  2  of  the  Panama  Canal  Code  is 

16  amended  to  read  as  follows: 

17  "§  293.  Measure  of  damages 

18  "(a)  In  determining  the  amount  of  the  award  of  damages 

19  for  injuries  to  a  vessel  for  which  the  Panama  Canal  Commis- 

20  sion  is  determined  to  be  Kable,  there  may  be  included — 

21  "(1)  actual  or  estimated  cost  of  repairs; 

22  "(2)  charter  hire  actually  lost  by  the  owners,  or 

23  charter  hire  actually  paid,  depending  upon  the  terms  of 

24  the  charter  party,  for  only  the  time  the  vessel  is  actu- 

25  ally  undergoing  repairs,  on  drydock  or  otherwise; 


26 

25 

1  "(3)  maintenance  of  the  vessel  and  wages  of  the 

2  crew,  if  they  are  found  to  be  actual  additional  expenses 

3  or  losses  incurred  outside  of  the  charter  hire,  for  only 

4  the  time  the  vessel  is  actually  undergoing  repairs,  on 

5  drydock  or  otherwise;  and 

6  "(4)  except  as  prohibited  by  subsection  (b)  of  this 

7  section,  or  by  any  other  provision  of  law,  other  ex- 

8  penses  which  are  definitely  and  accurately  shown  to 

9  have  been  incurred  necessarily  and  by  reason  of  the 

10  accident  or  injuries. 

11  "(b)  Agent's  fees  or  commissions,  general  average  ex- 

12  penses,  attorney's  fees,  bank  commissions,  port  changes  or 

13  other  incidental  expenses  of  similar  character,  or  any  items 

14  which  are  indefinite,  indeterminable,  speculative,  or  conjec- 

15  tural  shall  not  be  allowed. 

16  "(c)  The  Commission  shall  be  furnished  such  vouchers, 

17  receipts,  or  other  evidence  as  may  be  necessary  in  support  of 

18  any  item  of  a  claim.  If  a  vessel  is  not  operated  under  charter 

19  but  bv  the  owner  directlv,  evidence  shall  be  secured  if  availa- 

20  ble  as  to  the  sum  for  which  vessels  of  the  same  size  and  class 

21  can  be  chartered  in  the  market.  If  the  charter  value  cannot 

22  be  determined,  the  value  of  the  use  of  the  vessel  to  its  owners 

23  in  the  business  in  which  it  was  engaged  at  the  time  of  the 

24  injuries  shall  be  used  as  a  basis  for  estimating  the  damages 

25  for  the  vessel's  detention;  and  the  books  of  the  owners  show- 
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1  ing  the  vessel's  earnings  about  the  time  of  the  accident  or 

2  injuries  shall  be  considered  as  evidence  of  probable  earnings 

3  during  the  time  of  detention.  If  the  books  are  unavailable, 

4  such  other  evidence  shall  be  furnished  as  may  be  necessary.". 

5  (f)  Section  294  of  title  2  of  the  Panama  Canal  Code  is 

6  amended  by  deleting  the  word  "or"  in  paragraph  (5),  by  re- 

7  numbering  the  present  paragraph  (6)  as  paragraph  (7),  and  by 

8  inserting  a  new  paragraph  (6)  to  read  as  follows: 

9  "(6)  time  necessary  for  investigation  of  marine  ac- 

10  cidents;  or". 

11  (g)  Section  296  of  title  2  of  the  Panama  Canal  Code  is 

12  amended  by  deleting  the  words  "United  States  District  Court 

13  for  the  District  of  the  Canal  Zone"  in  the  first  sentence  and 

14  inserting  in  lieu  thereof  the  words  "United  States  District 

15  Court  for  the  Eastern  District  of  Louisiana". 

16  (h)  The  present  section  297  of  title  2  of  the  Panama 

17  Canal  Code  is  designated  as  subsection  (a),  and  a  new  sub- 

18  section  (b)  is  added  to  read  as  follows: 

19  "(b)  Lack  of  knowledge  on  the  part  of  the  master,  offi- 

20  cers,  crew,  or  passengers  that  an  accident  giving  rise  to  a 

21  claim  under  this  chapter  has  occurred  does  not  excuse  non- 
22  compliance  with  the  requirements  of  this  section.". 

23  (i)  A  new  section  298  of  title  2  of  the  Panama  Canal 

24  Code  is  added,  to  read  as  follows: 
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1  "§298.  Time  for  presenting  claim  and  commencing  action 

2  "A  claim  against  the  Commission  under  this  chapter 

3  shall  be  forever  barred  unless  it  is  presented  in  writing  to 

4  that  agency  within  two  years  after  such  claim  accrues  or 

5  unless  action  is  begun  within  one  year  after  the  date  of  mail- 

6  ing  of  notice  of  final  decision  on  the  claim  by  the  Commis- 

7>» 
sion.   . 

8  (j)  A  new  section  299  of  title  2  of  the  Panama  Canal 

9  Code  is  added,  to  read  as  follows: 

10  "§299.  Board  of  Local  Inspectors 

11  "(a)  There  is  estabhshed  a  Board  of  Local  Inspectors  of 

12  the  Panama  Canal  Commission  which  shall  perform,  in  ac- 

13  cordance  with  regulations  prescribed  by  the  Commission — 

14  "(1)  the  investigations  called  for  by  section  297  of 

15  this  chapter;  and 

16  "(2)   such   other   duties   in   matters   of  a  marine 

17  character  as  it  may  be  assigned  by  the  Commission. 

18  "(b)  The  Commission  shall,  by  regulation,  designate  the 

19  members  of  the  Board  and  establish  procedures  by  which  the 

20  Board  carries  out  its  functions. 

21  "(c)  In  conducting  the  investigations  provided  for  by 

22  subsection  (a)  of  this  section,  members  of  the  Board  may 

23  summon  witnesses,  administer  oaths,  and  require  the  produc- 

24  tion  of  books  and  papers  necessary  thereto.". 
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1  Part  4— Sea  Level  Canal  Study 

2  united  states-panama  joint  committee;  study 

3  Sec.  270.  (a)  The  President  shall  appoint  the  repre- 

4  sentatives  of  the  United  States  to  any  joint  committee  or 

5  body  with  the  Republic  of  Panama  to  study  the  possibility  of 

6  a  sea  level  canal  in  the  Republic  of  Panama  pursuant  to  Arti- 

7  cle  XII  of  the  Panama  Canal  Treaty  of  1977. 

8  (b)  Upon  the  completion  of  any  joint  study  between  the 

9  United  States  and  the  Republic  of  Panama  concerning  the 

10  feasibility  of  a  sea  level  canal  in  the  Republic  of  Panama 

11  pursuant  to  paragraph  1  of  Article  XII  of  the  Panama  Canal 

12  Treaty  of  1977,  the  text  of  the  study  shall  be  transmitted  by 

13  the  President  to  the  President  of  the  Senate  and  to  the 

14  Speaker  of  the  House  of  Representatives. 

15  (c)  No  construction  of  a  sea  level  canal  by  the  United 

16  States  in  the  Republic  of  Panama  shall  be  undertaken  except 

17  with  express  congressional  authorization  after  submission  of 

18  the  study  by  the  President  as  provided  in  subsection  (b). 

19  TITLE  III— EMPLOYEES  AND  POSTAL  MATTERS 

20  Paet  1 — Employment  System 

21  repealers  AND  CHANGES  IN  CANAL  ZONE  CODE 

22  Sec.  301.  (a)  Sections  101,  102,  122,  123,  147,  and 

23  154  of  title  2  of  the  Panama  Canal  Code  are  repealed. 

24  (b)  Section  103  of  title  2  of  the  Panama  Canal  Code  is 

25  amended  by  striking  the  terms  "Canal  Zone  Government, 


48-366    0-79-3 


30 

29 

1  Panama  Canal  Company"  and  inserting  in  lieu  thereof  the 

2  term  "Panama  Canal  Commission",  and  by  redesignating 

3  that  section  as  section  122  of  that  title  and  code. 

4  DEFINITIONS 

5  Sec.  302.  Section  141  of  title  2  of  the  Panama  Canal 

6  Code  is  amended  as  follows: 

7  (a)  The  definition  of  the  word  "department"  is  amended 

8  to  read  as  follows:   "  'department'   means  (i)  the  Panama 

9  Canal  Commission,  and  (ii)  an  executive  agency  (within  the 

10  meaning  of  section  105  of  title  5  of  the  United  States  Code) 

11  which  makes  an  election  under  section  142(b)  of  this  chap- 

12  ter;". 

13  (b)  The  definition  of  the  word  "position"  is  amended  to 

14  read  as  follows:  "  'position'  means  those  duties  and  responsi- 

15  bilities  of  a  civilian  nature  under  the  jurisdiction  of  a  depart- 

16  ment  which  are  performed  in  the  Republic  of  Panama.". 

17  PANAMA  CANAL  EMPLOYMENT  SYSTEM 

18  Sec.  303.  Section  142  of  title  2  of  the  Panama  Canal 

19  Code  is  amended  by  redesignating  subsection  (b)  thereof  as 

20  subsection  (d),  and  by  striking  the  caption  and  subsection  (a) 

21  thereof  and  inserting  in  lieu  thereof  the  following: 

22  "§142.  Panama  Canal  Employment  System 

23  "(a)  The  Panama  Canal  Commission  shall  conduct  its 

24  wage    and    employment    practices    in    accordance    with    a 
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1  Panama  Canal  Employment  System  which  shall  be  estab- 

2  Ushed  in  accordance  with — 

3  "(1)    the    principles    established    in    the    Panama 

4  Canal   Treaty   of   1977   and  related   agreements,   and 

5  with  the  provisions  of  this  chapter  and  other  applicable 

6  law;  and 

7  "(2)  regulations  promulgated  by,  or  under  the  au- 

8  thority  of,  the  President  in  accordance  with  this  chap- 

9  ter  and  taking  into  account  any  recommendation  of  the 

10  Panama  Canal  Commission. 

11  "(b)  The  head  of  an  executive  agency  other  than  the 

12  Panama  Canal  Commission  may  elect  to  have  the  Panama 

13  Canal  Employment  System  made  applicable  in  whole  or  in 

14  part  to  personnel  of  his  agency  in  the  Republic  of  Panama. 

15  "(c)  The  provisions  of  chapter  71  of  title  5  of  the  United 

16  States  Code  shall  not  apply  to  the  Panama  Canal  Commis- 

17  sion  or  to  its  personnel.  In  lieu  thereof,  the  President  shall 

18  establish  a  form  of  collective  bargaining,  applicable  to  the 

19  Commission's  employees;  into  which  is  incorporated  the  sub- 

20  stance  of  sections  7102,  7106,  7116,  7120,  and  7131.  The 

21  form  of  collective  bargaining  so  established  shall  contain  such 

22  other  necessary  provisions,  and  shall  be  administered,  so  as 

23  to  provide  the  Commission's  employees  with  the  right  to  bar- 

24  gain  collectively  under  the  same  conditions  and  with  respect 

25  to  the  same  subject  matter  that  obtains  where  that  right  is 
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1  exercised  generally  in  the  Federal  service  within  the  conti- 

2  nental  United  States.". 

3  CONTINUATION  OF  CANAL  ZONE  MERIT  SYSTEM 

4  Sec.    304.    Notwithstanding   other   provisions    of   this 

5  chapter,  the  provisions  of  subchapter  III  of  chapter  7  of  title 

6  2  of  the  Panama  Canal  Code  establishing  the  Canal  Zone 

7  Merit  System,  and  the  administrative  regulations  promulgat- 

8  ed  thereunder,  shall  continue  in  effect  until  such  time  as  the 

9  Panama  Canal   Employment  System  has  been  established 

10  pursuant  to  section  303  of  this  Act. 

11  O'^'ERSEAS  RECRUITMENT  AND  RETENTION 

12  Sec.  305.  (a)  Section  144  of  title  2  of  the  Panama 

13  Canal  Code  is  amended  by  deleting  subsection  (d)  thereof. 

14  (b)  Section  146  of  such  Code  is  amended  to  read  as 

15  follows: 

16  "§146.  Recruitment  and  retention  remuneration 

17  "(a)  In  addition  to  basic  compensation,  additional  remu- 

18  neration  in  such  amounts  as  the  head  of  the  department  con- 

19  cerned  determines,  may  be  paid  as  overseas  recruitment  and 

20  retention  differentials  to  the  following  categories  of  individ- 

21  uals  if,  in  the  judgment  of  the  head  of  the  department  con- 

22  cerned,  the  recruitment  and  retention  of  such  employees  is 

23  essential — 
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1  "(1)    persons    employed    by    the    Panama    Canal 

2  Company,  Canal  Zone  Government  or  a  department  in 

3  the  Canal  Zone  prior  to  the  effective  date; 

4  "(2)     persons     thereafter     recruited     outside     of 

5  Panama  for  a  position  in  the  Republic  of  Panama;  and 

6  "(3)  medical  doctors  employed  by  the  Department 

7  of  Defense  or  Panama  Canal  Commission. 

8  "(b)  Employees  who  fall  into  more  than  one  of  the  three 

9  categories  described  in  subsection  (a)  of  this  section  may 

10  qualify  for  additional  remuneration  under  only  one  of  those 

1 1  categories. 

12  "(c)  Additional  remuneration  prescribed  under  this  sec- 

13  tion  may  not  exceed  25  percent  of  the  rate  of  basic  compen- 

14  sation  for  the  same  or  similar  work  performed  in  the  conti- 

15  nental  United  States  by  employees  of  the  Government  of  the 

16  United  States.". 

17  TRANSFER  OF  FEDERAL  EMPLOYEES  TO  COMMISSION 

18  Sec.  306.  (a)  Title  2  of  the  Panama  Canal  Code  is 

19  amended  by  adding  after  section  146  a  new  section  147  to 

20  read  as  follows: 

21  "§147.  Transfer  of  Federal  employees  to  Panama  Canal 

22  Commission 

23  "The  head  of  any  Federal  agency,  including  the  United 

24  States  Postal  Service,  is  authorized  to  enter  into  agreements 

25  for  the  transfer  or  detail  of  that  agency's  employees,  serving 
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1  under  permanent  appointment,  to  the  Panama  Canal  Com- 

2  mission.  Under  regulations  prescribed  by  the  Office  of  Per- 

3  sonnel  Management,  any  employee  so  transferred  or  detailed 

4  shall,  upon  completion  of  his  tour  of  duty  with  the  Commis- 

5  sion,   be   entitled   to   reemployment   with   the   agency   from 

6  which  he  was  transferred  or  detailed  without  loss  of  pay, 

7  seniority  or  other  rights  or  benefits  to  which  he  would  have 

8  been  entitled  had  he  remained  on  the  rolls  of  that  agency.". 

9  (b)  Section  148  of  title  2  of  the  Panama  Canal  Code  is 

10  amended  by — 

11  (1)  changing  the  parenthetical  citation  "(5  U.S.C., 

12  sec.  2091  et  seq.)"  in  paragraph  (1)  to  read  "(5  U.S.C. 

13  §§8701  et  seq.)"; 

14  (2)  changing  the  parenthetical  citation  "(5  U.S.C, 

15  sec.  751  et  seq.)"  in  paragraph  (2)  to  read  "(5  U.S.C. 

16  §§8101  et  seq.)"; 

17  (3)  changing  the  parenthetical  citation  "(5  U.S.C, 

18  sec.  2251  et  seq.)"  in  paragraph  (4)  to  read  "(5  U.S.C. 

19  §§8331  et  seq.)";  and 

20  (4)  revising  the  unindented  portion  of  the  section 

21  following  paragraph  (6)  to  read  as  follows:  "the  basic 

22  compensation  of  each  employee  shall  include  the  rate 

23  of  basic  compensation  established  for  his  position,  and, 

24  where  appropriate,  the  amount  of  overseas  recruitment 

25  and   retention   differentials,   determined   in   the   manner 
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1  respectively  provided  by  sections  144  and  146  of  this 

2  title.'.'. 

3  MERIT  AND  OTHER  EMPLOYMENT  REQUIREMENTS 

4  Sec.  307.  Section  149  of  title  2  of  the  Panama  Canal 

5  Code  is  amended  to  read  as  follows: 

6  "§  149.  Merit  and  other  employment  requirements 

7  "(a)  Subject  to  this  subchapter,  the  President  may,  from 

8  time  to  time  and  taking  into  account  any  recommendation  of 

9  the  Panama  Canal  Commission,  amend  or  modify  the  provi- 

10  sions  of  the  Panama  Canal  Employment  System,  including 

11  provisions  relating  to  selection  for  appointment,  reappoint- 

12  ment,  reinstatement,  reemployment,  and  retention,  with  re- 

13  spect  to  positions,  employees,  and  individuals  under  consider- 

14  ation  for  appointment  to  positions,  established  by  regulations 

15  under  section  142  of  this  chapter. 

16  "(b)  The  Panama  Canal  Employment  System  shall — 

17  "(1)   subject   to   and   as   hmited  by   the   Panama 

18  Canal    Treaty    of    1977    and    related    agreements,    be 

19  based  on  the  merit  of  the  employee  or  individual  and 

20  upon  his  qualifications  and  fitness  to  hold  the  position 

21  concerned; 

22  "(2)  conform  generally  to  policies,  principles,  and 

23  standards  for  the  competitive  civil  service  of  the  Gov- 

24  ernment  of  the  United  States;  and  ' 
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1  "(3)  include  provision  for  appropriate  interchange, 

2  between  the  Panama  Canal  Employment  System  and 

3  the  competitive  civil  service  of  the  Government  of  the 

4  United  States,   of  citizens   of  the   United  States  em- 

5  ployed  by  the  Government  of  the  United  States.". 

6  regulations;  examining  office 

7  Sec.  308.  Section  155  of  title  2  of  the  Panama  Canal 

8  Code  is  amended  by  redesignating  subsection  (b)  thereof  as 

9  subsection  (c),  and  by  inserting  in  lieu  of  subsection  (a)  there- 

10  of  the  following: 

11  "(a)  The  President  shall  issue  regulations  necessary  and 

12  appropriate  to  carry  out  the  provisions  and  accompHsh  the 

13  purposes  of  this  subchapter  and,  in  the  event  of  any  election 

14  under  section  142(b),  coordinate  the  policies  and  activities 

15  under  this  subchapter  of  the  departments  involved. 

16  "(b)  In  order  to  assist  in  carrying  out  his  coordination 

17  responsibility  under  subsection  (a)  and  in  implementing  the 

18  provisions  of  the  Panama  Canal  Treaty  of  1977  and  related 

19  agreements  relating  to  recruitment,  examination,  determina- 

20  tion  of  qualification  standards  and  similar  matters,  the  Presi- 

21  dent  may  establish,  as  the  successor  to  the  Canal  Zone  Cen- 

22  tral  Examining  Office,  an  office  which  shall  be  an  entity 

23  within  the  Panama  Canal  Commission.". 
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1  COMPENSATION  OF  MILITARY,  NAVAL  OR  PUBLIC  HEALTH 

2  SERVICE  PERSONNEL  SERVING  COMMISSION 

3  Sec  309.  Subsection  (a)  of  section  201  of  title  2  of  the 

4  Panama  Canal  Code  is  amended  by  deleting  the  words  "Gov- 

5  ernor  of  the  Canal  Zone  and  President  of  the  Panama  Canal 

6  Company,  or  as  Lieutenant  Governor  of  the  Canal  Zone  and 

7  Vice  President  of  the  Panama  Canal  Company,"  and  insert- 

8  ing  in  lieu  thereof  the  words  "Administrator  or  Deputy  Ad- 

9  ministrator  of  the  Panama  Canal  Commission.". 

10  APPLICABILITY  TO  SMITHSONIAN  INSTITUTION 

11  Sec  310.  The  provisions  of  this  chapter  shall  be  appli- 

12  cable  to  Federal  employees  of  the  Smithsonian  Institution. 

13  Part  2 — Conditions  of  Employment,  Placement, 

14  and  Retirement 

15  transferred  employees 

16  Sec  321.  Title  2  of  the  Panama  Canal  Code  is  amend- 

17  ed  by  adding  a  new  section  202  to  read  as  follows: 

18  "§202.  Transferred  employees 

19  "With  respect  to  employees  of  the  Panama  Canal  Com- 

20  pany  or  Canal  Zone  Government  who  are  transferred  to  em- 

21  ployment   with    the    Panama    Canal    Commission    or   other 

22  United    States    Government    agencies    in    the    Republic    of 

23  Panama,  the  following  terms  and  conditions  of  employment 

24  shall  be  generally  no  less  favorable,  from  and  after  the  entry 

25  into  force  of  the  Panama  Canal  Treaty  of  1977,  than  the 
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1  terms  and  conditions  of  employment  with  the  Panama  Canal 

2  Company  and  Canal  Zone  Government  immediately  prior  to 

3  that  date: 

4  "\yage   rates;   tropical   differential;   premium   pay  and 

5  night  differential;  reinstatement  and  restoration  rights;  injury 

6  and  death  compensation  benefits;  leave  and  travel,  except  as 

7  modified  to  provide  equity  with  other  employees  within  the 

8  agency  to  which  the  employee  is  transferred;  transportation 

9  and  repatriation  benefits;  group  health  and  life  insurance;  re- 

10  duction-in-force  rights;  an  employee  grievance  system,  and 

1 1  the  right  to  appeal  adverse  and  disciplinary  actions  as  well  as 

12  position  classification  actions;  veteran's  preference  eligibility; 

13  holidays;  saved  pay  provisions;  and  severence  pay  benefits.". 

14  PLACEMENT 

15  Sec.  322.  Title  2  of  the  Panama  Canal  Code  is  amend- 

16  ed  by  adding  a  new  section  203  to  read  as  follows: 

17  "§203.  Placement 

18  "(a)  A  United  States  citizen  who,  immediately  preced- 

19  ing  the  effective  date  of  exchange  of  instruments  of  ratifica- 

20  tion  of  the  Panama  Canal  Treaty  of  1977,  was  an  employee 

21  of  the  Panama  Canal  Company  or  Canal  Zone  Government, 

22  who  separates  or  is  scheduled  to  separate  on  that  date  or 

23  thereafter  in  accordance  with  the  program  established  under 

24  subsection  (c)  of  this  section  for  any  reason  other  than  mis- 

25  conduct  or  delinquency,  and  who  is  not  placed  in  another 
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1  appropriate  position  with  the  United  States  Government  in 

2  the  Republic  of  Panama  shall,  upon  the  employee's  request, 

3  be  accorded  appropriate  placement  assistance  to  vacancies 

4  with  the  United  States  Government  in  the  United  States. 

5  "(b)  A  United  States  citizen  who,  immediately  preced- 

6  ing  the  effective  date  of  exchange  of  instruments  of  ratifica- 

7  tion  of  the  Panama  Canal  Treaty  of  1977,  was  an  employee 

8  of  an  agency  of  the  United  States  Government,  or  a  Federal 

9  employee  of  the  Smithsonian  Institution,  in  the  Canal  Zone 

10  other  than  the  Panama  Canal  Company  or  Canal  Zone  Gov- 

11  ernment,  whose  position  is  eliminated  as  the  result  of  imple- 

12  menting  the  Panama  Canal  Treaty  of  1977  or  related  agree- 

13  ments,  and  who  is  not  placed  in  another  appropriate  position 

14  with    the    United   States    Government   in   the    Republic   of 

15  Panama  shall,  upon  the  employee's  request,  be  accorded  the 

16  placement  assistance  provided  for  in  subsection  (a). 

17  "(c)  The  Office  of  Personnel  Management  shall  develop 

18  and  administer  a  Federal  Government- wide  placement  pro- 

19  gram  for  all  eligible  employees  who  request  placement  assist- 

20  ance  under  this  section.". 

21  EDUCATIONAL  TEAVEL  BENEFITS 

22  Sec.  323.  Title  2  of  the  Panama  Canal  Code  is  amend- 

23  ed  by  adding  a  new  section  204  to  read  as  follows: 
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1  "§204.  Educational  travel  benefits 

2  "Dependents  of  United  States  citizen  employees  of  the 

3  Panama  Canal  Commission  who  are  eligible  for  educational 

4  travel  benefits  under  regulations  issued  by  the  Commission 

5  shall  be  entitled  to  one  round  trip  per  year  for  undergraduate 

6  studies   in   the   United   States   until   they   reach   their   23d 

7  birthday.". 

8  ADJUSTMENT  OF  COMPENSATION  FOR  LOSS  OF  BENEFITS 

9  Sec.    324.    United    States    citizen    employees    of   the 

10  Panama  Canal  Commission  shall  be  paid  an  allowance  to 

11  offset  the  increased  cost  of  living  that  may  result  from  the 

12  withdrawal  of  the  eligibility  of  such  employees  and  their  de- 

13  pendents  to  use  military  postal  services,  sales  stores  and  ex- 

14  changes  five  years  after  the  date  of  entry  into  force  of  the 

15  Panama  Canal  Treaty  of  1977.  The  amount  of  the  additional 

16  compensation   shall   be   determined  by  the  Panama   Canal 

17  Commission. 

18  EARLY  retirement  ELIGIBILITY 

19  Sec.  325.  Section  8336  of  title  5  of  the  United  States 

20  Code  is  amended — 

21  (1)  by  redesignating  subsection  (c)  as  subsection 

22  (c)(1)  and  adding  a  new  paragraph  (2)  to  read  as  fol- 

23  lows: 

24  "(2)  A  law  enforcement  officer  or  firefighter  employed 

25  by  the  Panama  Canal  Company  or  the  Cjinal  Zone  Govern- 
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1  ment-  immediately  prior  to  the  effective  date  of  exchange  of 

2  instruments  of  ratification  or  entry  into  force  of  the  Panama 

3  Canal  Treaty  of  1977,  who  is  separated  from  the  service 

4  prior  to  January  1,  2000,  and,  upon  separation,  meets  the 

5  age  and  service  requiremjents  in  paragraph  (1),  or  who  is  sep- 

6  arated  within  2  years  prior  to  meeting  the  age  and  service 

7  requirements  in  paragraph  (1)  is  entitled  to  an  annuity.";  and 

8  (2)  by  redesignating  subsection  (h)  as  subsection 

9  (k)  and  inserting  new  subsections  (h),  (i),  and  (j)  to  read 

10  as  follows: 

11  "(h)  An  employee  of  the  Panama  Canal  Commission  or 

12  of  an  Executive  agency  conducting  operations  in  the  Canal 

13  Zone  or  Republic  of  Panama,  who  is  separated  from  the  serv- 

14  ice  prior  to  January  1,  2000 — 

15  "(1)  involuntarily,  as  a  result  of  the  implementa- 

16  tion  of  the  Panama  Canal  Treaty  of  1977  or  related 

17  agreements,  except  by  removal  for  cause  on  charges  of 

18  misconduct  or  delinquency,  after  completing  20  years 

19  of  service; 

20  "(2)    voluntarily,    after    completing    25    years    of 

21  service  or  after  becoming  age  50  and  completing  20 

22  years  of  service;  or 

23  "(3)  involuntarily,  as  a  result  of  the  implementa- 

24  tion  of  the  Panama  Canal  Treaty  of  1977  or  related 

25  agreements,  except  by  removal  for  cause  on  charges  of 
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1  misconduct    or    delinquency,    or   voluntarily   within    2 

2  years  prior  to  meeting  the  age  and /or  service  require- 

3  ments  in  paragraph  (2)  is  entitled  to  an  annuity  if  he — 

4  "(A)  was  employed  by  the  Canal  Zone  Gov- 

5  ernment  or  the  Panama  Canal  Company  immedi- 

6  ately  prior  to  the  effective  date  of  exchange  of  in- 

7  struments  of  ratification  or  entry  into  force  of  the 

8  Panama  Canal  Treaty  of  1977;  and 

9  "(B)  has  been  continuously  employed  by  the 

10  Panama  Canal  Commission  or  by  an  Executive 

11  agency  conducting  operations  in  the  Canal  Zone 

12  or  the  Republic  of  Panama  since  the  effective  date 

13  of  exchange  of  instruments  of  ratification  of  the 

14  Panama  Canal  Treaty  of  1977  or  its  entry  into 

15  force. 

16  "(i)  An  employee  of  the  Panama  Canal  Commission  or 

17  of  an  Executive  agency  conducting  operations  in  the  Canal 

18  Zone  or  Republic  of  Panama,  who  is  separated  from  the  serv- 

19  ice  as  a  result  of  the  implementation  of  the  Panama  Canal 

20  Treaty  of  1977  or  related  agreements,  prior  to  January  1, 

21  2000,  involuntarily,  except  by  removal  for  cause  on  charges 

22  of  misconduct  or  delinquency — 

23  "(1)  after  completing  20  years  of  service;  or 
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1  "(2)  within  2  years  prior  to  meeting  the  age  and/ 

2  or  service  requirements  in  paragraph  (2)  of  subsection 

3  (h)  of  this  section  is  entitled  to  an  annuity  if  he — 

4  "(A)  was  employed  in  the  Canal  Zone  by  an 
B  Executive  agency  other  than  the  Panama  Canal 

6  Company  or  the  Canal  Zone  Government  immedi- 

7  ately  prior  to  the  effective  date  of  exchange  of  in- 

8  struments  of  ratification  or  entry  into  force  of  the 


9  Panama  Canal  Treaty  of  1977;  and 

10  "(B)  has  been  continuously  employed  by  the 

11  Panama    Canal    Commission    or    an    Executive 
1^2  agency  conducting  operations  in  the  Canal  Zone 

13  or  the  Republic  of  Panama  since  the  effective  date 

14  of  exchange  of  instruments  of  ratification  of  the 

15  Panama  Canal  Treaty  of  1977  or  its  entry  into 

16  force. 

17  "(j)  For  the  purpose  of  subsections  (h)  and  (i)  of  this 

18  section,  Federal  employment  by  or  under  the  United  States 

19  District  Court  for  the  District  of  the  Canal  Zone  and  by  the 

20  Smithsonian  Institution  shall  be  treated  as  employment  by  an 

21  .  'Executive  agency.'  ". 

22  EAELY  EETIEEMENT  COMPUTATION 

23  Sec.  326.  Section  8339  of  title  5  of  the  United  States 

24  Code  is  amended — 
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1  (1)  by  inserting  in  subsection  (f),  immediately  after 

2  "subsections  (a)  through  (e)",  the  following:  "and  (n)"; 

3  (2)  by  inserting  in  subsection  (i),  immediately  after 

4  "subsections  (a)  through  (h)",  the  following:  "and  (n)"; 

5  (3)  by  inserting  in  subsections  (j)  and  (k)(l),  imme- 

6  diately  after  "subsections  (a)  through  (i)"  each  time  it 

7  appears,  the  following:  "and  (n)"; 

8  (4)  by  inserting  in  subsection  0),  immediately  after 

9  "subsections  (a)  through  (k)",  the  following:  "and  (n)"; 

10  (5)   by   inserting  in   subsection   (m),   immediately 

11  after  "subsections  (a)  through  (e)",  the  following:  "and 

12  (n)";  and 

13  (6)  by  adding  at  the  end  thereof  new  subsections 

14  (n),  (o),  and  (p)  to  read  as  follows: 

15  "(n)  The  annuity  of  an  employee  retiring  under  this  sub- 

16  chapter  who  was  employed  by  the  Panama  Canal  Company 

17  or  Canal  Zone  Government  immediately  prior  to  the  entry 

18  into  force  of  the  Panama  Canal  Treaty  of  1977,  who  contin- 

19  ues  in  employment  with  the  Panama  Canal  Commission,  or 

20  with  another  Executive  agency  or  the  Smithsonian  Institu- 

21  tion,  in  the  Republic  of  Panama  is  computed  with  respect  to 

22  the  period  of  that  service  performed  on  a  continuous  basis 

23  after  the  entry  into  force  of  the  Panama  Canal  Treaty  of 

24  1977  by  multiplying— 
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1  "(A)  2y2  percent  of  the  employee's  average  pay 

2  by  so  much  of  such  service  as  does  not  exceed  20 

3  years;  plus 

4  "  "(B)   2   percent  of  the   employee's   average  pay 

5  multiplied  by  so  much  of  such  service  as  exceeds  20 

6  years. 

7  "(o)  The  annuity  computed  under  subsection  (n)  of  this 
—8  -Section  for  an  employee  who  was  employed  as  a  law  enforce- 

9  ment  officer  or  firefighter  shall  be  increased  by  $8  for  each 

10  full  month  of  such  service  in  the  Republic  of  Panama  after 

11  the  entry  into  force  of  the  Panama  Canal  Treaty  of  1977. 

12  This  increase  in  annuity  shall  not  be  paid  with  respect  to 

13  service  performed  after  completion  of  20  years  as  a  law  en- 

14  forcement  officer  or  firefighter. 

15  "(p)  The  annuity  computed  under  this  subchapter  for  an 

16  employee  who  was  employed  as  a  law  enforcement  officer  or 

17  firefighter  by  the  Panama  Canal  Company  or  the  Canal  Zone 

18  Government  immediately  prior  to  the  effective  date  of  ex- 

19  change  of  instruments  of  ratification  or  entry  into  force  of  the 

20  Panama  Canal  Treaty  of  1977,  who  does  not  qualify  for  re- 

21  tirement  under  section  8336(c)  of  this  title,  shall  be  increased 

22  by  $12  for  each  full  month  of  such  service  prior  to  the  entry 

23  into  force  of  the  Panama  Canal  Treaty  of  1977.  This  increase 

24  in  annuity  shall  not  be  paid  with  respect  to  service  performed 
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1  after  completion  of  20  years  as  a  law  enforcement  officer  or 

2  firefighter.". 

3  EMPLOYEES  OF  RELATED  ORGANIZATIONS 

4  Sec.  327.  (a)  For  the  purposes  of  sections  202,  203, 

5  and  204  of  title  2  of  the  Panama  Canal  Code,  as  amended  by 

6  sections  321,  322,  and  323  of  this  Act,  and  sections  325  and 

7  326  of  this  Act,  the  United  States  Attorney  for  the  District 

8  of  the  Canal  Zone  and  the  Assistant  United  States  Attorneys 

9  and  their  clerical  assistants,  and  the  United  States  Marshal 

10  for  the  District  of  the  Canal  Zone  and  his  deputies  and  cleri- 

11  cal  assistants,  shall  be  treated  the  same  as  employees  of  the 

12  Panama  Canal  Commission. 

13  (b)  For  the  purposes  of  this  Act,  the  Executive  Director 

14  of  the  Canal  Zone  Civilian  Personnel  Policy  Coordinating 

15  Board,  the  Manager,  Central  Examining  Office,  and  their 

16  staffs  shall  be  considered  employees  of  the  Panama  Canal 

17  Company  for  service  prior  to  the  entry  into  force  of  the 

18  Panama  Canal  Treaty  of   1977  and  as  employees  of  the 

19  Panama  Canal  Commission  for  service  on  or  after  that  date. 

20  APPLICABILITY  OF  BENEFITS  TO  NONCITIZENS 

21  Sec.  328.  (a)  Chapters  81  (Compensation  for  Work  In- 

22  juries),  83  (Retirement),  87  (Life  Insurance),  and  89  (Health 

23  Insurance)  of  title  5  of  the  United  States  Code  are  inapplica- 

24  ble  to  persons  who  are  not  citizens  of  the  United  States,  who 

25  are  hired  by  the  Panama  Canal  Commission  after  the  effec- 
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1  tive  date  and  who  are  covered  by  the  Social  Security  System 

2  of  the  Republic  of  Panama  pursuant  to  the  Panama  Canal 

3  Treaty  of  1977  and  related  agreements. 

4  (b)  Subclause  (B)  of  clause  (9)  of  section  8701(a)  of  title 

5  5  of  the  United  States  Code,  relating  to  the  definition  of 

6  "employee",  is  amended  to  read  as  follows: 

7  "(B)  an  employee  who  is  not  a  citizen  or  national 

8  of  the  United  States  and  whose  permanent  duty  station 

9  is  outside  the  United  States,  unless  such  person  was  an 

10  employee  for  the  purpose  of  this  chapter  on  the  day 

11  before  the  effective  date  by  virtue  of  service  with  a 

12  Federal  agency  in  the  Canal  Zone,  or  the  Smithsonian 

13  Institution;  or". 

14  (c)  Subclause  (H)  of  clause  (1)  of  section  8901  of  title  5 

15  of  the  United  States  Code,  relating  to  the  definition  of  "em- 

16  ployee",  is  amended  by  striking  out  item  (ii)  and  inserting  in 

17  lieu  thereof  the  following: 

18  "(ii)  an  employee  who  is  not  a  citizen  or  national 

19  of  the  United  States  and  whose  permanent  duty  station 

20  is  outside  the  United  States  unless  such  person  was  an 

21  employee  for  the  purpose  of  this  chapter  on  the  day 

22  before  the  effective  date  by  virtue  of  service  with  a 

23  Federal  agency  in  the  Canal  Zone  or  the  Smithsonian 

24  Institution;  or". 
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1  NON-UNITED  STATES  CITIZEN  RETIREMENT 

2  Sec.  329.  (a)  Under  such  regulations  as  the  President 

3  may  prescribe,  there  shall  be  paid  to  the  Social  Security 

4  System  of  the  Republic  of  Panama,  out  of  funds  deposited  in 

5  the  Treasury  of  the  United  States  to  the  credit  of  the  Civil 

6  Service  Retirement  Fund  under  section  8334(a)(2)  of  title  5 

7  of  the  United  States  Code,  such  sums  of  money  as  may  be 

8  necessary  to  aid  in  the  purchase  of  a  retirement  equity  in  that 

9  System  for  each  person  who  is  separated  from  employment 

10  with  the  Panama  Canal  Company,  the  Canal  Zone  Govern- 

11  ment,  or  the  Panama  Canal  Commission,  as  the  result  of  the 

12  implementation  of  the  Panama  Canal  Treaty  of  1977  or  re- 

13  lated  agreements,  and  becomes  employed  under  the  Social 

14  Security  System  of  the  Republic  of  Panama  through  the 

15  transfer  of  a  function  or  activity  to  the  Republic  of  Panama 

16  from  the  United  States  or  through  a  job  placement  assistance 

17  program,  provided  such  person — 

18  (1)  has  been  credited  with  at  least  five  years  of 

19  Federal  service  under  the  United  States  Civil  Service 

20  Retirement  System; 

21  (2)  is  not  eligible  for  an  immediate  retirement  an- 

22  nuity,  and  does  not  elect  a  deferred  annuity  under  the 

23  United  States  Civil  Service  Retirement  System;  and 

24  (3)  elects  to  withdraw  the  entire  amount  of  his 

25  contributions  to  the  United  States  Civil  Service  Retire- 
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1  ment  System  and  transfer  it  to  the  Social  Security 

2  System  of  the  Republic  of  Panama  pursuant  to  the 

3  special  regime  referred  to  in  paragraph  3  of  Article 

4  VIII  of  the  Agreement  in  Implementation  of  Article 

5  III  of  the  Panama  Canal  Treaty  of  1977. 

6  (b)  The  sums  of  money  made  available  under  subsection 

7  (a)  shall  not  exceed,  in  any  case,  the  amount  of  the  employee 

8  contribution  withdrawn  from  the  fund  and  paid  over  to  the 

9  Panamanian  Social  Security  System. 

10  (c)(1)  Pursuant  to  paragraph  2(b)  of  Annex  C  to  the 

11  Agreement  in  Implementation  of  Article  IV  of  the  Panama 

12  Canal  Treaty  of  1977,  there  are  authorized  to  be  appropri- 

13  ated  such  sums  of  money  as  may  be  necessary  to  purchase  a 

14  nontransferable  deferred  annuity  for  the  benefit  of  each  em- 

15  ployee  of  the  United  States  Forces,  including  employees  of 

16  all  nonappropriated  fund  activities  of  the  Department  of  De- 

17  fense,  in  the  Republic  of  Panama — 

18  (A)  who  is  not  a  citizen  of  the  United  States  of 

19  America; 

20  (B)  who  was  employed  prior  to  and  is  employed 

21  upon  the  effective  date  by  an  instrumentality  of  the 

22  United  States  Government  in  the  Republic  of  Panama 

23  (including,   in  the   case   of  employment  prior  to   such 

24  date,  the  former  Canal  Zone); 
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1  (C)  who,  for  any  period  of  his  or  her  employment 

2  with  that  instrumentahty  of  the  United  States  Govern- 

3  ment  prior  to  the  effective  date  was  not  covered  by  a 

4  retirement  program  for  the  full  period  of  employment; 

5  (D)  who,  on  the  effective  date  is  under  a  retire- 

6  ment  system  provided  by  the  United  States  or  an  in- 

7  strumentality   of   the   United   States    Government,    or 

8  would  have   been   eligible   to   be   under   a   retirement 

9  system  of  such  instrumentality  had  one  been  available 

10  during  previous  creditable  service;  and 

11  (E)  who,  on  the  effective  date  has  at  least  five 

12  years  of  creditable  service, 

13  (2)  The  President  of  the  United  States,  or  his  designee, 

14  shall  pay  out  of  the  general  funds  of  the  United  States  Treas- 

15  ury  such  sums  as  are  appropriated  pursuant  to  subsection 

16  (c)(1)  of  this  section  in  accordance  with  such  regulations  as 

17  the  President  or  his  designee  may  prescribe. 

18  (3)  The  annuity  referred  to  in  subparagraph  (c)(1)  above 

19  will  cover  retroactively,  from  the  effective  date,  all  periods  of 

20  creditable  service  of  such  persons  with  United  States  Gov- 

21  ernment  instrumentaUties  in  the  Republic  of  Panama  (includ- 

22  ing  the  former  Canal  Zone)  during  which  such  persons  were 

23  not  covered  by  an  appropriate  retirement  program. 

24  (4)  Neither  the  United  States  Government  nor  its  in- 

25  strumentalities  is  required  to  furnish  or  to  pay  for  retirement 
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1  coverage  for  the  individuals  referred  to  in  subparagraph  (c)(1) 

2  above  in  the   Social   Security   System  of  the  Republic  or 

3  Panama  for  periods  of  employment  with  the  United  States 

4  Government   or  its   instrumentalities  prior  to  the   effective 

5  date. 

6  TECHNICAL  AMENDMENTS 

7  Sec.  330.  (a)  Section  5316(87)  of  title  5  of  the  United 

8  States  Code  is  amended  by  striking  out  "Governor  of  the 

9  Canal  Zone"  and  substituting  in  lieu  thereof  "Administrator 

10  of  the  Panama  Canal  Commission.". 

1 1  (b)  Section  6322(a)  of  title  5  of  the  United  States  Code 

12  is  amended  by  deleting  the  words  "the  Canal  Zone,  or",  by 

13  inserting  a  comma  in  place  of  the  period  after  "the  Trust 

14  Territory  of  the  Pacific  Islands"  at  the  end  of  the  same  sen- 

15  tence,    and    by    adding    thereafter    "or    the    Republic    of 

16  Panama.". 

17  (c)  Subchapter  III  of  chapter  59  of  title  5  of  the  United 

18  States    Code,    pertaining    to    Overseas    Differentials    and 

19  Allowances,  is  inapplicable  to  employees  assigned  to  work  in 

20  the  Republic  of  Panama  for  the  Panama  Canal  Commission 

21  or  an  executive  agency  which  makes  an  election  under  sec- 

22  tion  142(b)  of  title  2  of  the  Panama  Canal  Code. 

23  (d)  References  to  the  Canal  Zone  in  the  following  sec- 

24  tions  of  title  5  of  the  United  States  Code  shall  be  deemed  to 

25  refer  to  areas  in  the  Republic  of  Panama  used  or  regulated  by 


52 


51 

1  the  United  States  pursuant  to  the  Panama  Canal  Treaty  of 

2  1977  and  related  agreements: 

3  (1)  section  5595(a)(2)(iii); 

4  (2)  section  5724a(a);  and 

5  (3)  section  8102(b). 

6  (e)  Section  1(b)  of  the  Act  of  April  14,  1966,  (20  U.S.C. 

7  903(c))  and  section  6(a)  of  the  Act  of  July  17,   1959  (20 

8  U.S.C.  904(a)(2))  are  inapplicable  to  teachers  who  are  em- 

9  ployed  by  the  Canal  Zone  Government  school  system  imme- 

10  diately  prior  to  the  effective  date  and  are  transferred  to  the 

1 1  Department  of  Defense  Overseas  Dependent  School  System. 

12  (0  Section  5102(c)(12)  of  title  5  of  the  United  States 

13  Code  is  amended  to  read  as  follows: 

14  "(12)  employees  whose  pay  is  fixed  under  authori- 

15  ty  and  regulations  of  the  Panama  Canal  Employment 

16  System;". 

17  Part  3 — Postal  Matters 

18  postal  service 

19  Sec.  341.  (a)  The  postal  service  established  and  gov- 

20  erned  by  chapter  73  of  title  2  of  the  Panama  Canal  Code 

21  shall  be  discontinued  upon  the  effective  date. 

22  (b)  The  provisions  of  such  chapter  73  relating  to  postal- 

23  savings   deposits,   postal-savings   certificates,   postal   money 

24  orders,  and  the  accounting  for  funds  shall  continue  to  apply 

25  for  the  purpose  of  meeting  the  obligations  of  the   United 
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1  States   concerning   outstanding   postal   savings   and   money 

2  orders  and  disposition  of  funds. 

3  (c)  The  Panama  Canal  Commission  shall  take  posses- 

4  sion  of  and  administer  the  funds  of  the  postal  service  and 

5  shall  assume  its  obligations.  The  Commission  and  the  United 

6  States  Postal  Service  are  authorized  to  enter  into  agreements 

7  for  the  transfer  of  funds  or  property  and  the  assumption  of 

8  administrative  rights  or  responsibilities,  with  respect  to  the 

9  outstanding  obligations  of  the  postal  service. 

10  (d)  Mail  addressed  to  the  Canal  Zone  from  or  through 

11  the  continental  United  States  may  be  routed  by  the  United 

12  States   Postal   Service   to  the  military  post  offices   of  the 

13  United  States  Forces  in  the  Republic  of  Panama.  Such  mili- 

14  tary  post  offices  shall  provide  the  required  directory  services 

15  and  shall  accept  such  mail  to  the  extent  permitted  under  the 

16  Panama  Canal  Treaty  of  1977  and  related  agreements.  The 

17  Panama  Canal  Commission  is  authorized  and  directed  to  fur- 

18  nish  personnel,  records  and  other  services  to  said  military 

19  post  offices  to  assure  wherever  appropriate  the  proper  distri- 

20  bution,  rerouting,  or  return  of  said  mail. 

21  (e)(1)  The  second  sentence  of  section  403(a)  of  title  39 

22  of   the    United   States   Code   is    amended   by   striking   out 

23  "Except  as  provided  in  the  Canal  Zone  Code,  the"  and  in- 

24  serting  in  Heu  thereof  "The"; 
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1  (2)  Section  3402(a)  of  title  39  of  the  United  States  Code 

2  is  amended  by  striking  out  "each  post  office  in  the  Canal 

3  Zone  postal  service"  and  inserting  in  lieu  thereof  "each  mili- 

4  tary  post  office  of  the  United  States  Forces  in  the  Republic  of 

5  Panama"  and  section  3402(b)  of  title  39  of  the  United  States 

6  Code  is  deleted. 

7  (3)  Section  3682(b)(5)  of  title  39  of  the  United  States 

8  Code  is  amended  by  striking  the  words  "the  Canal  Zone 

9  and". 

10  (4)  Section  3401(b)  of  title  39  of  the  United  States  Code 

11  is  amended  by  inserting  the  word  "or"  before  the  words  "the 

12  Virgin  Islands"  and  by  striking  the  words  "or  the  Canal 

13  Zone.". 

14  TITLE  IV— COURTS  AND  RELATED  FUNCTIONS 

15  CONTINUATION  OF  CODE  AND  OTHEK  LAWS 

16  Sec.  401.  (a)  Except  as  otherwise  provided  in  this  Act, 

17  the  provisions  of  the  Panama  Canal  Code,  as  amended,  and 

18  other  laws  applicable  in  the  Canal  Zone  prior  to  the  entry 

19  into  force  of  the  Panama  Canal  Treaty  of  1977  by  virtue  of 

20  the  territorial  jurisdiction  of  the  United  States  in  the  Canal 

21  Zone  shall  continue  in  force  only  for  the  purpose  of  the  exer- 

22  cise  of  the  authority  vested  in  the  United  States  by  that 

23  Treaty  and  related  agreements. 

24  (b)  None  of  the  provisions  or  laws  referred  to  in  subsec- 

25  tion  (a)  shall  be  construed  as  regulating,  or  providing  authori- 
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1  ty  to  regulate,  any  matter  as  to  which  the  United  States  may 

2  not  exercise  jurisdiction  under  the  Panama  Canal  Treaty  of 

3  1977  and  related  agreements. 

4  JURISDICTION  DURING  TRANSITION  PERIOD 

5  Sec.  402.  (a)  The  Congress  of  the  United  States  finds 

6  that  Article  XI  of  the  Panama  Canal  Treaty  of  1977  pre- 

7  scribes  certain  special  provisions  governing  the  jurisdiction  of 

8  the  United  States  in  the  Republic  of  Panama  during  a  transi- 

9  tion  period  of  thirty  months  beginning  upon  the  date  the 

10  Panama  Canal  Treaty  of  1977  enters  into  force. 

11  (b)    Notwithstanding    inconsistent    provisions    of    the 

12  Panama  Canal  Code  or  any  other  law,  the  jurisdiction  of  the 

13  district  court  and  magistrates'  courts  established  pursuant  to 

14  title  3  of  the  Panama  Canal  Code  shall  be  limited  as  provided 

15  by  Article  XI  of  the  Panama  Canal  Treaty  of  1977. 

16  (c)  For  the  purposes  of  the  exercise  of  the  jurisdiction 

17  described  in  subsection  (b),  the  terms  "United  States  citizen 

18  employees,"  "members  of  the  United  States  Forces,"  "civil- 

19  ian  component,"   and  "dependents"   shall  be  construed  as 

20  they  are  defined  in  the  Panama  Canal  Treaty  of  1977  and 

21  related  agreements.  Similarly,  the  term  "areas  and  installa- 

22  tions  made  available  for  the  use  of  the  United  States"  shall 

23  be  construed  to  mean  (1)  the  Canal  operating  areas  and  hous- 

24  ing  areas  described  in  Annex  A  to  the  Agreement  in  Imple- 

25  mentation  of  Article  III  of  that  Treatv,  (2)  the   Ports  of 
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1  Balboa  and  Cristobal  described  in  Annex  B  to  that  Agree- 

2  ment,  and  (3)  the  Defense  Sites  and  Areas  of  Military  Co- 

3  ordination  described  in  Annex  A  to  the  Agreement  in  Imple- 

4  mentation  of  Article  IV  of  that  Treaty. 

5  DIVISIONS  AND  TERMS  OF  DISTRICT  COURT 

6  Sec.  403.  (a)  The  United  States  District  Court  for  the 

7  District  of  the  Canal  Zone  is  authorized  to  conduct  its  affairs 

8  at  such  places  within  the  areas  made  available  for  the  use  of 

9  the  United  States  under  the  Panama  Canal  Treaty  of  1977 

10  and  related  agreements,  and  at  such  times,  as  the  district 

1 1  judge  may  designate  by  rule  or  order. 

12  (b)  Sections  2  and  3  of  title  3  of  the  Panama  Canal 

13  Code  are  repealed. 

14  TERM  OF  CERTAIN  OFFICES 

15  Sec.  404.  Notwithstanding  the  provisions  of  sections  5, 

16  41,  45,  and  82  of  title  3  of  the  Panama  Canal  Code,  the  term 

17  of  office  of  a  district  judge,  magistrate,  United  States  attor- 

18  ney  or  United  States  marshal  appointed  after  the  date  of  en- 

19  actment  of  this  Act  shall  extend  for  a  period  of  30  months 

20  beyond  the  date  the  Panama  Canal  Treaty  of  1977  enters 

21  into  force,  and  be  subject  to  such  extension  of  time  as  may  be 

22  provided  for  disposition  of  pending  cases  by  agreement  be- 

23  tween  the  United  States  and  the  Republic  of  Panama  pursu- 

24  ant  to  the  last  sentence  of  paragraph  7  of  Article  XI  of  the 

25  Panama  Canal  Treatv  of  1977. 
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1  RESIDENCE  REQUIREMENTS 

2  Sec.  405.  Sections  5(d),  7(d),  41(d),  and  45(d)  of  title  3 

3  of  the  Panama  Canal  Code,  the  second  sentence  of  section  42 

4  of  that  title,  and  the  second  sentence  of  section  82(c)  of  that 

5  title,  which  require  that  certain  court  officials  reside  in  the 

6  Canal  Zone,  are  repealed. 

7  SPECIAL  DISTRICT  JUDGE 

8  Sec.  406.  (a)  Section  6  of  title  3  of  the  Panama  Canal 

9  Code  is  amended  to  read  as  follows: 

10  "§  6.  Special  district  judge 

11  "(a)  The  chief  judge  of  the  judicial  circuit  of  which  the 

12  district  court  is  a  part  may  designate  and  assign  a  special 

13  district  judge  to  act  when  necessary: 

14  "(1)  during  the  absence  of  the  district  judge; 

15  "(2)  during  the  district  judge's  disabiHty  or  dis- 

16  qualification,  because  of  sickness  or  otherwise,  to  dis- 

17  charge  his  duties;  or 

18  "(3)  when  the  office  of  district  judge  is  vacant. 

19  "(b)  Each  such  designation  and  assignment  by  the  chief 

20  judge  shall  be  made  in  accordance  with  chapter  13  of  title  28 

21  of  the  United  States  Code,  which  shall  be  deemed  to  apply 

22  for  such  purposes.". 

23  magistrates'  courts 

24  Sec.  407.  (a)  The  two  magistrates'  courts  established 

25  pursuant  to  section  81  of  title  3  of  the  Panama  Canal  Code 
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1  and  existing  immediately  preceding  the  date  upon  which  the 

2  Panama  Canal  Treaty  of  1977  enters  into  force  shall  contin- 

3  ue  in  operation  for  30  months  from  that  date  unless  discon- 

4  tinued  during  that  period  as  otherwise  provided  by  this  sec- 

5  tion. 

6  (b)  During  the  period  referred  to  in  subsection  (a),  one 

7  or  both  magistrates'  courts,  together  with  the  positions  of 

8  magistrate  and  constable  corresponding  thereto,  may  be  abol- 

9  ished  by  the  President  or  his  designee  if  in  his  judgment  the 

10  workload  is  insufficient  to  warrant  continuance  of  either  or 

11  both  courts.  If  one  of  the  courts  is  so  abolished,  the  remain- 

12  ing  magistrate's  court  shall  exercise  the  jurisdiction  that  oth- 

13  erwise  would  have  been  exercised  by  the  abolished  court  and 

14  shall  take  custody  of  and  administer  all  its  records. 

15  (c)  If  both  magistrates'  courts  are  abolished  pursuant  to 

16  subsection  (b),  the  following  provisions  shall  thereafter  apply: 

17  (1)  The  district  court  shall  exercise  the  jurisdic- 

18  tion  of  the  magistrates'  courts. 

19  (2)  All  records  of  the  magistrates'  courts  shall  be 

20  deemed  records  of  the  district  court. 

21  (3)  A  criminal  action  that  otherwise  would  have 

22  come  within  the  original  jurisdiction  of  the  magistrates' 

23  courts  shall  be  instituted  in  the  district  court  by  a  com- 

24  plaint  executed  pursuant  to  section  3701  of  title  6  of 

25  the  Panama  Canal  Code,  and  the  law  and  rules  appli- 
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1  cable  in  the  district  court  shall  thereafter  apply.  All 

2  other  criminal  actions  shall  be  instituted  in  the  district 

3  court  by  the  filing  in  each  case  of  an  information  pur- 

4  suant  to  chapter  213  of  title  6  of  the  Panama  Canal 

5  Code. 

6  (4)  The  requirement  of  and  procedures  for  prelimi- 

7  nary  examinations  under  section  172  of  title  3  and  sec- 

8  tions   3801   through   3806   of  title   6   of  the  Panama 

9  Canal  Code  shall  not  apply. 

10  OATH 

11  Sec.  408.  Section  543  of  title  3  of  the  Panama  Canal 

12  Code  is  amended  to  read  as  follows: 

13  "§543.  Oath 

14  "Before  receiving  a  certificate  the  applicant  shall  take 

15  and  subscribe  in  court  an  appropriate  oath  prescribed  by  the 

16  district  judge.". 

17  TRANSITION  AUTHORITY 

18  Sec.  409.  Except  as  expressly  provided  to  the  contrary 

19  in  this  Act,  in  any  other  statute,  in  the  Panama  Canal  Treaty 

20  of  1977  and  related  agreements,  or  by  Executive  order,  any 

21  authority  necessary   to   the   exercise   during  the   transition 

22  period  of  the  rights  and  responsibilities  of  the  United  States 

23  specified  in  Article  XI  of  the  Panama  Canal  Treaty  of  1977 

24  shall  be  vested  in  the  Panama  Canal  Commission: 
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1  SPECIAL  IMMIGRANTS 

2  Sec.  410.  (a)  Section  101(a)(27)  of  the  Immigration  and 

3  Nationality  Act  (8  U.S.C.  1101(a)(27))  relating  to  the  defini- 

4  tion  of  special  immigrant,  is  amended — 

5  (1)  by  striking  out  "or"  at  the  end  of  subpara- 

6  graph  (C); 

7  (2)  by  striking  out  the  period  at  the  end  of  sub- 

8  paragraph  (D)  and  inserting  in  lieu  thereof  a  semicolon; 

9  and 

10  (3)  by  inserting  after  subparagraph  (D)  new  sub- 

11  paragraphs  (E)  and  (F)  to  read  as  follows: 

12  "(E)   an  immigrant  who  is   an  employee   of  the 

13  Panama  Canal  Company  or  Canal  Zone  Government, 

14  who  is  resident  in  the  Canal  Zone  on  the  effective  date 

15  of  the  exchange  of  instruments  of  ratification  of  the 

16  Panama  Canal  Treaty  of  1977,  and  who  has  performed 

17  faithful  service  for  one  year,  or  more,  and  his  spouse 

18  and  children  who  accompany  or  follow  to  join  him;  or 

19  "(F)  an  immigrant,  and  his  spouse  and  children 

20  who  accompany  or  follow  to  join  him,  who  is  a  Pana- 

21  manian  national  and  (i)  who,  prior  to  the  date  of  entry 

22  into  force  of  the  Panama  Canal  Treaty  of  1977,  has 

23  been  honorably  retired  from  United  States  Government 

24  employment  in  the  Canal  Zone  (or  former  Canal  Zone) 

25  with  a  total  of  fifteen  years,  or  more,  of  faithful  service 
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1  or  (ii)  who,  on  the  date  of  entry  into  force  of  the 

.2  Panama  Canal  Treaty  of  1977,.  has  been  a  faithful  em- 

3  ployee  of  the  United  States  Government  in  the  Canal 

4  Zone  (or  former  Canal  Zone)  for  fifteen  years  or  .more 

5  and  who  subsequently  is  honorably  retired  from  such 
•6  employment.". 

.7  (b)  Section  212(d)  of  such  Act  (8  U.S.C.  1182(d)),  relat- 

8  ing  to  waivers  of  conditions  of  inadmissability  to  the  United 

9  States,  is  amended  by  adding  after  paragraph  (8)  new  para- 

10  graphs  (9)  and  (10)  to  read  as  follows: 

11  "(9)  The  provisions  of  paragraph  (7)  of  subsection  (a) 

12  shall  not  be  applicable  to  any  alien  who  is  seeking  to  enter 

13  the  United  States  as  a  special  immigrant  under  subpara- 

14  graphs  (E)  or  (F)  of  section  101(a)(27). 

15  "(10)  The  provisions  of  paragraph  (15)  of  subsection  (a) 

16  shall  not  be  applicable  to  any  alien  who  is  seeking  to  enter 

17  the  United  States  as  a  special  immigrant  under  subpara- 

18  graphs^  (E)  or  (F)  of  section  101(a)(27)  and  who  applies  for 

19  immigration  no  later  than  thirty  calendar  months  after  the 

20  date  the,  Panama  Canal  Treaty  of  1977  enters  into  force." 

21  ■  PEisoNS;  parole;  pardon 

22  Sec.  411.  (a).  Subsection  (c)  of  section  6503  of  title  6  of 
23-  the  Panania  Canal  Code.is  arnended  to,  read  as  follows: 

24  "(c)  Pursuant  to  the  provisions  of  section  5003  of  title 

25  18  of  the  United  States  Code,  the  (joye.rnor  shall  contract 

48-366—79—5 
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1  -witli  the'  Attorney  General  for  the  transfer  to  the  custody  of 

2  the  Attorney  General  of  prisoners  sentenced  hy  the  United 

3  States  District  Court  for  the  District  of  the  Canal;  Zone  to; 

4  terms  of  imprisonment  in  excess  of  one  year.". 

^  (b)  Upon  entry  into  force  of  the  Panama  Caiial  Treaty  of 

6  197.7-^ 

7  (1)  all  prisoners  then  imprisoned  in  United  States 

8  prisons  pursuant  to  contracts  entered  into  under  sub- 

9  section,  (c)  .of  section  6503  of  title  6  of  the .  Panama 

10  Canal  Code  shall  he  committed  to  the  custody  of  the 

11  -Attorney  General  as  if  committed  in  accordance  with 

12  part  III  of  title  18  of  the  United  States  Code; 

13  (2)  all  persons  convicted  of  offenses  in  the  United 
14-  States  District  Court  for  the  District  of  the  Canal 
15:  Zone,  and  sentenced  to  terms  of  imprisonment  of  one 
16'  year  or  less,  shall  be  committed  to  the  custody  oif  the 
17            Panama  Canal  Commission; 

18-  (3)  the  Panama  Canal  Commission  shall  prescribe, 

19  and  from  time  to  time  may  amend,  regulations  provid- 

20  ing  for  the  management  of  prisoners  in  the  jails  located 

21  in  the  areas  and  installations  made  available  for  the 
22'  use'  of  the  United  States  pursuant  to  that  Treaty,  in- 

23  eluding  provisions  for  treatment,  care,  assignment  for 

24  work;  discipline,  and  welfare; 
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1  (4)  sections  6501  through  6505  of  title  6  of  the 

2  Panama  Canal  Code  are  repealed;  and 

3  (5)  chapter  355  of  title  6  of  the  Panama  Canal 

4  Code  is  repealed. 

5  (c)  After  entry  into  force  of  the  Panama  Canal  Treaty  of 

6  1977,  all  persons  convicted  of  offenses  In  the  United  States 

7  District  Court  for  the. District  of  the  Canal  Zone,  and  sen- 

8  tenced  to  terms  of  imprisonment  in  excess  of  one  year,  shall 
•9  be  committed  to  the  custody  of  the  Attorney  General  pursu- 

10  ant  to  parts  III  and  IV  of  title  18  of  the  United  States  .Code. 

11  TITLE  Y^MISCELLANEOUS  PROVISIONS 

12  HEALTH  DIRECTOK;  HOSPITALS 

13  Sec.  501.  (a)  In  chapter  57. of  title  5  of  the  Panama 

14  Canal  .Cpde,   references  , to;  "hospitals'l,   to   the    "Health 

15  Bureau",  and  to  the  "health  director",  shall  be  deemed  to  be, 

16  respectively,  to  the  hospitals  operated  by  the  United  States 

17  in  the  Republic  of  Panama  after  the  effective  date,  to  the 

18  organizational  unit  operating  such  hospitals,  and  to  the  senior 
19,  official  in  charge  of  such  hospitals." 

20  (b)  In  section  4784  of  title  6,  section  2  of  title  7,  and 

21  sections  ,32,  35  through  38  of  title  8,  of  the  Panama  Canal 

22  Code,  references  to  the  health  director  shall  be  deemed  to  be 

23  to  the  senior  official  in  charge  of  the  hospitals  operated  by 

24  ■  the  United  States  in  the  Republic  of  Panama  after  the  effec- 

25  tive  date. 
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1  DISINTERMENT,  TRANSPORTATION,  AND  REINTERMENT  OF 

2  --^^  REMAINS 

3  Sec.  502.  (a)  There  are  hereby  authorized  to  be  appro- 

4  prlat.ed  such  suns  as  may  be  necessary  to  carry  out  the  pur- 

5  poses  and  provisions  of  reservation  3  to  the  Resohition  of 

6  Ratification  of  the  Treaty  Concerning  the  Permanent  Neu- 
•    7  trality  and  Operation  of  the  Panama.  Canal,  adopted  by  the 

8  United  States  Senate  on  March  16,  1978,  said  sums  to  be 

9  made  available  to  those  agencies  that  are  directed  and  em- 

10  powered  by  the  President  of  the  United  States  to  carry  out 

1 1  'such  purposes  and  provisions. 

12  (b)  With  regard  to  remains  that  are  to  be  reinterred  in 

13  the  United  States,  the  United  States  will  not  bear  the  cost  of 

14  funeral  home  services,  vaults,  plots,  or  crypts  unless  other- 

15  wise  provided  for  by  law. 

16  effective  DATE 

17  Sec.  503.  (a)  Except  as  otherwise  provided  in  subsec- 

18  ition  (b)  of  this  section,  the  provisions  of  this  Act  shall  take 

19  effect  on  the  effective  date  of  the  Panama  Canal  Treaty  of 

20  1977. 

21  (b)  Sections  231,  321,  322,  325,. 326,  404,  410,  411,. 

22  and  502  of  this  Act  shall  become  effective  upon  the  date  of 
.23  enactment  of  this  Act. 

.  O 
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OPENING  STATEMENT  BY  SENATOR  JOHN  C.  STENNIS,  CHAIEMAN 

ChaiiTnan  Stennis.  Members  of  tlie  committee,  and  ladies  and  o;en- 
tleinen,  this  is  an  open  hearing  and  it  is  hoped  to  be  a  hxearing  where 
we  will  have  quiet  so  that  the  witnesses  can  be  heard. 

This  is  a  matter  of  importance.  Now,  I  have  waited  before  holding 
this  hearing  because  last  year  w^e  had  the  subject  matter  of  the  treaty 
and  this  year  the  House  had  implementation  legislation. 

I  thought  as  a  courtesy  to  them,  as  well  as  a  help  to  us,  it  would  be 
better  for  us  to  wait  for  their  presentation  of  the  matter  until  after 
they  had  held  hearings  and  acted  on  it. 

There  is  a  lot  of  interest.  It  is  not  a  foregone  conclusion  as  to  how 
this  bill  will  fare  here  in  the  Senate. 

It  is  important  legislation,  as  I  say,  but  it  does  come  in  following 
the  treaty. 

The  Constitution  provides  that  with  reference  to  treaties — other 
laws,  too,  but  with  reference  to  treaties — that  when  duly  ratified  ac- 
cording to  the  terms  of  this  instrument,  meaning  the  Constitution,  it 
shall  be  the  supreme  law  of  the  land,  and  that  means  exactly  what  it 
says.  No  one  could  have  any  illusions  as  to  think  that  that  can  be  ig- 
nored. We  have  to  move  from  there;  and  it  is  with  full  reservations  as 
to  how  I  may  vote  on  all  of  these  matters.  AVe  will  have  to  have  a  plan 
for  implementation  of  this  treaty  or  modify  or  repeal  the  treaty  by 
some  lawful  means. 

I  do  not  think  we  will  have  any  great  trouble.  The  facts  are  known 
generally.  Everyone  passed  on  it  last  year  in  an  important  vote. 

I  thiii'k  the  hearings  should  be  complete.  To  the  witnesses — it  is  im- 
portant, what  you  are  going  to  say.  We  appreciate  the  effort  you  have 
made  to  prepare  yourself.  We  have  one  member  whom  I  picked  out 
and  designated  to  make  special  preparation;  that  is  Senator  Levin, 
sitting  here  to  my  right.  He  has  shown  an  enormous  capacity  for  work, 
and  Ilike  the  way  he  moves  into  it.  He  has  worked  on  this  matter. 

While  I  am  commenting  on  members,  Senator  Cannon  is  coming  in. 
He  contributed  a  great  deal  last  year  to  getting  the  facts  together  about 
the  treaty  and  I  am  pleased  that  he  is  here. 

My  lack  of  attendance  here  during  all  of  the  hearings  is  due  solely 
to  the  fact  that  I  have  matters  pending  now  on  the  floor  in  the  supple- 
mental appropriations  bill,  and  I  will  just  have  to  go  and  give  that  my 
personal  attention.  I  am  interested  in  this  matter  and  urge  all  mem- 
bers who  can  stay  to  do  so. 

We  have  the  wisdom  of  the  Senate  which  put  a  limit  on  the  authority 
of  a  major  committee  of  the  Senate,  the  subcommittees,  and  I  find  due 
respect  to  carry  on  our  work,  but  did  not  have  the  authority  to  appoint 
another  subcommittee.  So  I  asked  Senator  Levin  to  make  special  prepa- 
ration and  be  prepared  to  take  a  lead  position  on  this  bill,  and  he  has 
done  just  that  as  in  the  case  of  the  Senator  from  Nevada  who  did  it  in 
reference  to  tactical  air. 

When  I  leave,  I  am  going  to  ask  that  Senator  Levin  be  recognized 
as  the  one  to  take  the  lead.  It  does  not  diminish  anyone  else's  responsi- 
bility, of  course. 

Secretary  Duncan,  I  understand  that  you  have  some  special  duties 
to  tend  to  ? 

Mr.  Duncan.  Yes,  sir.  I  have  another  hearing. 


GO 

Chairman  Stennis.  Members  of  the  committee,  I  have  a  brief  open- 
ing statement  and  ask  unanimous  consent  that  it  be  inserted  in  the 
record  at  this  time. 

[The  prepared  statement  of  Senator  Stennis  follows :] 

Prepared  Statement  of  Hon.  John  C.  Stennis,  Chairman 

This  morning  tlie  committee  begins  its  hearings  on  S.  1024,  a  bill  to  implement 
the  Panama  Canal  treaties.  Many  of  the  issues  that  we  will  be  discussing  during 
these  two  days  are  not  new  to  the  members  of  the  Senate  who  were  here  last 
year,  as  there  was  a  great  deal  of  discussion  during  the  treaty  ratification  debate 
about  the  costs  of  implementing  the  treaties  and  how  that  cost  should  be  borne. 

Some  Senators,  like  myself,  felt,  on  balance,  that  the  Panama  Canal  treaties 
were  unwise  and  voted  against  them.  In  my  case,  I  was  not  convinced  that  the 
national  security  risks  of  giving  up  our  control  over  the  Canal  were  worth  the 
benefits  to  be  gained  in  our  relationship  with  Panama.  Nonetheless,  our  con- 
stitutional process  was  carried  out  to  its  fullest,  and  the  treaties  were  eventually 
ratified.  They  are  now  the  law  of  the  land,  and  a  solemn  international  obliga- 
tion of  the  United  States.  Our  committee  has  jurisdiction  over  legislation  af- 
fecting the  government  and  operation  of  the  Panama  Canal,  and  we  must  carry 
out  our  responsibility  to  fully  and  fairly  implement  these  treaties. 

In  short,  we  must  put  the  debate  over  the  desirability  of  the  treaties  behind 
us,  and  consider  how  best  to  manage  the  transition  to  the  treaty  regime,  to 
protect  the  interests  of  our  citizens  who  work  in  Panama,  and  facilitate  the 
continued  smooth  operation  of  the  waterway  itself. 

This  is  complex  legislation,  and  while  we  start  with  the  bill  put  forward 
by  the  Administration,  I  feel  certain  that  this  committee  will  have  some  changes 
of  its  own  to  add,  based  on  its  accumulated  experience  in  dealing  with  these 
issues  over  many  years,  and  particularly  during  the  last  two.  Because  of  the 
tremendous  volume  of  work  faced  by  the  committee  this  Spring,  I  ask  Senator 
Levin  to  take  on  the  job  of  looking  into  this  legislation,  informing  himself 
especially  deeply  on  the  issues,  so  that  we  could  have  some  expert  guidance  on 
this  complex  matter.  I  am  sure  that  Senator  Levin  will  have  a  number  of  ques- 
tions for  these  witnesses,  and  I  look  forward  to  hearing  from  him. 

This  morning  we  welcome  Deputy  Secretary  of  State  Warren  Christopher,  and 
Deputy  Secretary  of  Defense  Charles  Duncan.  They  are  accompanied  by  Am- 
bassador David  Popper,  Secretary  "Vance's  Special  Representative  for  Panama 
Treaty  Affairs,  and  by  Assistant  Secretary  of  the  Army  Jlichael  Blumenfeld, 
whose  office  actually  supervises  the  operations  of  the  Panama  Canal  Company. 
These  two  gentlemen,  as  I  understand  it,  have  been  heading  up  the  groups  in 
the  Departments  of  State  and  Defense  who  have  been  doing  a  good  deal  of  the 
actual  planning  for  treaty  implementation.  We  welcome  all  of  you. 

Chairman  Stennis.  The  committee  also  has  prepared  statements  of 
Senator  Levin,  Senator  Tower,  and  Senator  Thurmond,  and  I  ask 
unanimous  consent  that  they  be  inserted  in  the  record  at  tliis  time. 

FThe  prepared  statements  of  Senators  Levin,  Tower,  and  Thurmond 
follow:] 

Prepared  Statement  op  Senator  Carl  Levin 

Mr.  Chairman,  T  am  very  pleased  to  be  participating  in  these  hearings  on 
legislation  to  implement  the  Panama  Canal  Treaties.  I  was  honored  to  be  asked 
by  you  to  assume  a  responsibility  for  assisting  in  the  committee's  consideration 
of  this  matter,  and  pursuant  to  your  requests.  I  have  done  fairly  extensive  study 
and  analysis  of  the  issues  involved.  I  hope  that  the  results  of  my  analysis  will  be 
of  benefit  to  you  and  to  other  members  of  the  committee  as  we  approach  this 
complex  and  important  legislation. 

The  bill  before  us.  S.  1024,  has  been  submitted  by  the  Administration,  and  is 
designed  to  implement  the  Panama  Canal  Treaties  to  which  the  Senate  gave  its 
advice  and  consent  last  year.  Although  it  may  seem  anti-climatic  to  return 
again  to  many  of  the  issues  which  were  thoroughly  debated  by  the  Senate  last 
year,  this  legislation  is  in  fact  of  critical  importance.  The  manner  in  which  the 
treaties  are  implemented,  as  technical  as  many  of  the  details  may  be,  will  largely 
determine  the  successfulness  of  the  new  relationship  we  have  so  carefully  ne- 
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gotiated  with  Panama,  and  the  continued  smooth  operation  of  the  Canal  itself, 
a  goal  we  all  share.  Having  ratified  the  treaties  in  accordance  with  out  constitu- 
tional processes,  we  now  have  the  responsibility  to  implement  them  fully  and 
fairly.  That  is  a  responsibility  to  ourselves,  not  just  to  Panama,  because  we  must 
insure  that  the  implementing  legislation  does  not  jeopardize  any  of  our  rights 
which  are  guaranteed  and  protected  by  the  treaties  as  they  were  approved  by 
the  Senate. 

I  would  like  to  briefly  lay  out  for  the  members  of  the  committee  several  im- 
portant considerations  which  I  believe  should  serve  as  our  guide  as  we  shape 
this  legislation.  First,  we  must  seek  to  maintain  the  security  of  the  Canal, 
thereby  contributing  to  our  own  national  security  and  prosperity.  We  have 
already  begun  to  forge  a  new  cooperative  relationship  in  which  the  Panamanians 
will  work  with  us  to  achieve  that  shared  objective. 

Second,  we  must  be  sensitive  to  the  future  well-being  of  the  current  employees 
of  the  Panama  Canal  Company,  and  of  other  Americans  living  and  working  in  the 
Canal  Zone.  Many  of  these  employees  will  be  needed  to  continue  the  smooth 
operation  of  the  Canal.  We  must  treat  them  fairly  in  the  implementation  process, 
in  recognition  of  the  contributions  they  have  made  to  the  superb  operation  of  the 
Canal  over  the  years.  And  we  must  act  quickly,  to  enable  the  Panama  Canal 
Company  to  put  in  place  the  necessary  groundwork  for  its  new  operating  struc- 
ture, with  minimal  disruption,  and  to  allow  our  employees  to  have  suflicient 
lead  time  to  make  thoughtful  decisions  about  their  futures. 

Third,  we  must  be  mindful  of  the  cost  of  implementation  of  these  treaties. 
While  we  cannot  burden  the  taxpayers  with  excessive  or  imnecessary  costs,  we 
must  be  as  candid  as  possible  about  what  the  true  costs  will  he.  We  should  rec- 
ognize that  providing  necessary  services  for  the  employees  of  the  Commission 
and  the  Department  of  Defense,  and  maintaining  an  adequate  military  presence 
in  Panama  for  the  defense  of  the  Canal,  will  entail  expenses. 

Finally,  we  must  be  mindful  of  the  international  consequences  of  our  actions. 
We  have  voluntarily  entered  into  two  international  obligations,  and  the  Pan- 
amanians and  others  in  the  world  community  have  the  right  to  expect  that  we 
will  abide  by  the  letter  and  spirit  of  our  treaty  commitments.  Perhaps  more 
importantly,  I  know  each  of  us  expect  that  ourselves. 

In  our  hearings  today  and  tomorrow,  we  have  tried  to  schedule  testimony 
from  witnesses  representing  a  variety  of  perspectives  on  many  of  the  issues 
surrounding  implementation  of  these  treaties. 

Thank  you,  Mr.  Chairman. 

I  would  also  like  to  submit  the  following  attachment. 

Advantages  of  Corporate  Form 
(With  Examples) 

This  summary  isets  forth  the  advantages  of  corporate  form  for  the  Commission 
and  gives  some  specific  examples  of  its  strengths. 

In  spite  of  the  many  other  changes  to  be  wrought  by  the  treaty,  it  appears 
certain  that  the  basic  objectives  set  by  Congress  for  the  Canal  enterprise  wiU 
remain  unchanged.  It  is  significant  that  these  basic  objectives  are  business 
objectives :  that  the  enterprise  continue  to  provide  service  to  all  shipping  willing 
to  pay  the  tolls,  and  that  it  continue  to  set  tolls  to  cover  all  costs  of  operation. 
In  addition,  the  treaty  requires  that  the  U.S.  turn  tJie  Canal  over  to  Panama 
at  the  end  of  1999  in  operating  condition  and  free  of  liens  and  debts.  This,  too, 
is  a  business  objective,  albeit  a  long  range  one. 

Given  these  objectives,  the  Commission  will  have  to  operate  first  and  foremost 
as  a  business.  The  fact  is,  of  course,  that  the  Canal  enterprise  has  been  operated 
as  a  business  very  successfully  since  1952,  when  it  was  made  a  government 
corporation  by  Congress  under  the  Government  Corporation  Control  Act.  In 
spite  of  a  variety  of  economic  challenges  during  this  time,  the  Company  has 
been  able  not  only  to  meet  the  overall  business  objectives  established  by  Con- 
gress, but  also  to  be  responsive  to  close  Congressional  control  through  the  budget 
process,  through  review  by  the  Office  of  Management  and  Budget,  through  the 
oversight  function  performed  by  the  House  Merchant  Marine  and  Fisheries 
Committee,  and  through  audit  by  the  General  Accounting  Oflice. 

An  appropriated  fund  form  for  the  Commission  would  decidedly  increase  Con- 
gress' detailed  restrictions  on  Commission  spending,  but  there  is  no  assurance 
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that  meeting  Congressional  spending  goals  would  also  result  in  improving  the 
Commission's  ability  to  meet  Congressional  business  goals.  In  fact,  rigid  control 
through  appropriation  funding  would  do  away  with  the  two  major  elements 
that  give  the  Company  its  financial  strength  :  built-in  financial  discipline  and 
incentives  ;  and  operational  and  financial  flexibility. 

It  is  not  surprising  that  the  corporate  form,  with  its  inherent  self-sufficiency, 
should  be  so  successfully  compatible  with  the  needs  of  the  Canal  enterprise.  In 
the  same  way  that  the  commercial  corporate  form  tends  to  protect  stockholders 
from  liability,  the  government  corporate  foi-m  has  permitted  to  Canal  to  operate 
at  no  cost  to  the  United  States  taxpayer.  Because  the  corporate  entity  cannot 
readily  dip  into  its  stockholders'  pockets,  there  are  built-in  incentives  and  a 
discipline  that  provide  the  best  assurance  that  the  entity  will  live  within  its 
resources. 

Corollary  to  this  built-in  mandate  for  self-sufficiency,  and  indispensable  to  it.  is 
the  flexibility  inherent  in  the  corporate  form  to  respond  to  changing  business  con- 
ditions to  optimize  profit.  This  flexibility  is  especially  vital  in  the  operation  of 
the  Canal  because  of  the  changing  conditions  it  faces  on  a  daily  basis.  Because 
toll  rates  are,  in  the  short  term,  essentially  fixed,  and  the  Canal  has  no  control 
over  the  volume  of  traffic  that  appears  for  transit,  the  canal's  oppoi'tunities  for 
revenues  are  dependent  upon  daily  traffic  patterns.  At  tlie  same  time  costs  are 
subject  to  large  swings  occasioned  by  clianges  in  numbers  and  configuration  of 
transiting  ships ;  accidents  and  earth  slides  in  the  waterway  ;  and  many  unpre- 
dictable problems  associated  with  maintaining  equipment,  much  of  which  is 
very  old. 

Making  a  profit  under  these  conditions  requires  a  constant  effort  on  the  part  of 
management  to  commit,  conserve  and  reallocate  resources  to  produce  the  best 
revenue-cost  ratio  under  the  given  conditions.  Without  the  flexibility  of  action — 
especially  the  flexibility  to  commit  additional  res(^urces  or  reallocate  resources  in 
order  to  handle  unexpected  traffic  or  other  problems — the  Canal  would  tend  to 
operate  less  economically. 

In  contrast  to  the  strengths  of  the  corporate  form  there  is,  under  funding 
through  appropriations,  neither  the  same  degree  of  responsibility,  nor  the  opera- 
tional or  financial  flexibility,  to  try  to  improve  on  budgeted  goals.  Under  an 
appropriated  fund  form,  there  is  a  temptation  to  place  more  emphasis  on  where 
and  how  money  is  spent  than  how  well  it  is  spent.  To  control  spending,  appropria- 
tions are  normally  made  through  a  separate  fund  for  each  tyi>e  of  cost  that  it  is 
desired  to  control.  Even  though  opportunities  arise  to  improve  on  budgeted  goals, 
and  it  is  certain  tliat  such  opportunities  v.ill  continue  to  arise  frequently,  addi- 
tional costs  cannot  be  incurred,  nor  transfers  made  from  one  fund  to  another, 
without  specific  authorization  from  Congress.  If  action  by  Congress  is  not  timely, 
the  opportunities  to  improve  on  budgeted  goals  could  be  lost.  The  significance  of 
this  is  that  the  enterprise  may  not  operate  as  economically  or  efficiently. 

As  a  comparison,  the  following  are  common  examples  of  situations  where  the 
ability  to  commit  additional  funds  or  to  reallocate  resources  or  funds  results  in 
improving  the  Panama  Canal  Company's  financial  position  : 

1.  impending  money  to  make  money. — If  there  is  an  unexpected  surge  in  traffic 
that  will  cause  transit-related  costs  to  exceed  budgeted  figures,  additional  funds 
are  used  to  provide  the  .sei-vice  to  the  additional  traffic,  since  the  additional  rev- 
enues from  the  transits  will  more  than  cover  the  additional  costs.  For  example, 
the  corporate  type  budget  sulimitted  by  the  Company  for  fiscal  year  1978  projected 
$304.1  million  in  operating  costs  to  handle  141.6  million  PCC  net  tons  of  traffic 
and  all  supporting  activities.  An  additional  16.0  million  net  tons  of  traffic  actuall.v 
transited  the  Canal  requiring  an  additional  $10.2  million  in  cost  but  generating- 
revenues  of  approximately  $18.1  million. 

2.  fipcndUiq  money  to  save  money. — In  a  recent  accident  in  tbe  Canal,  a  passen- 
ger .ship  suffered  damages.  Although  no  determination  had  Iteen  made  that  the 
Canal  was  responsible  for  the  damages,  it  was  decided  that  since  damages,  if 
assessed  against  the  Canal,  would  include  the  loss  of  revenue  from  scheduled 
future  vo.vages.  it  would  be  prudent  to  assure  thnt  repairs  were  accomplished  as 
rapidly  as  possible.  Since  no  I^S.  shinyard  could  do  the  job  rapidl.v.  Company 
forces  were  u.sed,  and  the  ship  returned  to  Galveston  in  time  for  a  cruise  it  would 
otherwise  have  missed.  The  amount  spent  to  make  the  repairs  wns  far  exceeded 
by  the  potential  additional  liability:  if  the  Company  is  sut'sequently  found  to  bp 
not  at  fault  for  the  accident,  the  repair  cost  will  be  paid  by  the  owners  of  the 
ship. 

8.  F^nendinp  money  to  profeet  Canal  enpaeity. — Emergencies  like  earth  slirlps 
in  Gaillard  Cut,  malfunctioning  valves  in  the  locks,  and  damage  to  Canal  facili- 
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ties  by  transiting  ships  are  not  uncommon.  Because  they  present  an  actual  or 
l)otential  threat  to  the  ability  of  tlie  Canal  to  handle  traffic,  emergency  action  is 
required  to  correct  the  problem.  The  costs  are  unanticipated,  but  still  necessary 
to  prevent  the  possible  loss  of  traffic  revenues. 

4.  Reducing  costs  as  traffic  decllHcs. — If  traffic  declines  below  expected  levels, 
variable  costs  related  to  the  expected  traffic  can  be  eliminated.  Although  this  is 
true  also  with  appropriated  funds,  the  following  differences  exist:  because 
appropriated  funds  are  available,  it  is  difficult  for  labor  to  understand  or  accept 
reductions  which  invariably  impact  adversely  on  the  worlcforce;  common  con- 
ception that  luiderspending  on  a  year's  appropriation  makes  it  more  difficult  to 
get  funds  for  the  following  year.  These  pressures  to  spend  contrast  sharply  with 
the  corporate  form's  constant  incentive  to  keep  costs  as  low  as  possible. 

In  summary,  the  primary  goals  set  by  Congress  for  the  Panama  Canal  Com- 
mission will  in  all  probability  be  business  goals.  In  pursuing  these  goals  the  Com- 
mission has  to  contend  with  a  variety  of  economic  challenges,  including  operat- 
ing emergencies.  To  operate  most  economically,  the  Commission  should  have  the 
operational  and  financial  flexibility  to  respond  on  a  timely  basis  to  opportunities 
to  improve  results  or  the  need  to  reduce  or  reallocate  costs.  By  assigning  the 
responsibility  for  the  success  or  failure  of  operations  to  a  government  corpora- 
tion— and  requiring  that  it  live  within  its  income — Congress  can  retain  its  pres- 
ent goal-oriented  control  over  the  Commission  while  taking  advantage  of  the 
inherent  strengths  of  the  corporate  form  to  protect  the  taxpayer  from  assuming 
any  of  the  costs  of  operation  of  the  Canal. 

it  is  interesting  to  note  that  were  the  Commission  to  be  given  the  form  of  an 
appropriated  fund  agency,  it  would  still  be  necessary  to  adopt  certain  aspects  of 
the  corporate  accounting  structure  in  order  to  carry  out  the  management  of  the 
enterprise.  Since  this  would  be  necessary  to  provide  the  information  for  the 
determination  of  tolls  and  the  computation  of  the  contingent  payment  to  Panama, 
it  would  represent  a  duplication  of  accounting  effort.  Lacking  incentives  and  flexi- 
bility for  management  to  act  on  the  information,  such  a  system  may  not 
provide  the  degree  of  economic  performance  that  full  operation  under  a  corporate 
form  could  provide. 

The  viability  of  the  Panama  Canal  Commission  in  the  years  to  come  is  a  mat- 
ter for  great  concern.  There  is  a  point  beyond  which  tolls  cannot  rise  without 
driving  away  revenues,  but  there  is  no  certainty  how  close  present  toll  rates  are 
to  that  point.  What  is  certain  is  that  the  additional  financial  burdens  placed 
upon  the  Commission  by  the  treaty  will  bring  toll  rates  nearer  to  that  point  of 
diminishing  returns,  and  there  will  be  less  margin  for  error  and  greater  need  to 
operate  at  maximum  economic  efficiency.  As  set  forth  here,  the  ability  of  the  cor- 
porate form  to  meet  and  make  the  best  of  changing  economic  conditions  appears 
to  be  a  better  guarantee  of  viability  than  is  likely  to  be  achieved  under  the  ap- 
propriated fund  format. 

As  a  final  point,  it  should  be  noted  that  the  current  language  of  H.R.  Ill  does 
provide  the  Commission  with  some  flexil)ility  through  limited  access  to  an  emer- 
gency fund.  This  is  a  substantial  improvement  over  the  appropriated  fund  agency 
concept  but  does  not  afford  all  of  the  advantages  cited  for  the  corporate  form. 


Prepared  Statement  of  Senator  John  Toweb 

IMr.  Chairman,  the  purpose  of  our  hearings  today  is  to  begin  consideration  of 
S.  1024.  the  Administration  bill  to  implement  the  Panama  Canal  Treaties  ap- 
proved by  the  Senate  last  year. 

As  the  members  know,  the  House  last  week  passed  its  own  version  of  this  legis- 
lation in  H.R.  111.  Chief  among  these  differences  are  the  provisions  for  operation 
of  the  Canal  by  a  noncorporate  agency  instead  of  continuing  the  present  Com- 
pany under  another  name;  the  return  to  the  requirement  that  revenues  of  the 
Canal  be  paid  into  the  U.S.  Treasury  and  expenditures  be  sub.iect  to  annual  ap- 
propriations :  the  centralization  of  authority  in  the  Secretary  of  Defense,  and  the 
requirement  for  confirmation  by  the  Senate  of  key  presidential  appointments. 

The  House  bill  also  provides  that  at  least  three  of  the  President's  appointees 
to  the  Supervisory  Board  have  experience  in  maritime  matters.  This  provision 
reflects  the  concern  in  Congress  as  to  the  adverse  impact  on  U.S.  ports  and  con- 
sumers likely  to  result  when  tolls  are  increased  to  support  substantial  annual 
payments  to  Panama. 

I\Ir.  Chairman.  I  trust  our  committee  will  evaluate  the  House  amendments 
carefully  as  many  appear  to  have  considerable  merit.  Further,  I  believe  this  Com- 
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mittee  should  give  special  attention  to  the  defense  aspects  of  the  Treaty,  as  the 
continued  operation  of  this  Canal  is  vital  to  our  national  security  interests.  Thank 
you.  

Prepared   Statement  of   Senator  Strom   Thurmond 

Mr.  Chairman :  On  October  1  of  this  year,  U.S.  control  and  sovereignty  over 
what  is  now  known  as  the  Panama  Canal  Zone  will  be  transferred  to  the  Republic 
of  Panama.  From  that  date  imtil  the  year  2000,  the  United  States  will  operate  the 
Canal  based  upon  the  provisions  of  the  1977  treaties  as  implemented  in  the 
legislation  now  being  developed  in  the  Congress. 

As  an  opponent  of  these  treaties,  I  cannot  help  but  look  back  upon  the  testi- 
mony given  us  last  year  by  the  Administration.  Secretary  of  State  Cyrus  Vance 
told  the  Congress  "the  treaties  require  no  new  appropriations,  nor  do  they  add 
to  the  burden  of  the  American  taxpayer."  Deputy  Secretary  of  State  Warren 
Christopher,  appearing  before  us  today,  also  testified  last  year  that  "the  treaties 
will  not  require  any  appropriations  from  the  American  taxpayer." 

It  is  inconceivable  to  me  how  the  State  Department  could  have  been  so  naive 
on  these  costs.  Just  prior  to  our  hearings  in  1978,  the  State  Department  finally 
admitted  there  would  be  .$350  million  in  "certain  expenses."  Just  prior  to  the 
House  hearings  in  March  of  this  year  these  costs  requiring  direct  appropriations 
were  revised  by  the  State  Department  to  $870  million.  This  episode  represents 
the  poorest  performance  before  Congress  in  cost  estimating  in  my  memory.  The 
end  result  of  the.se  bad  estimates  was  that  the  Senate  last  year  ratified  these 
treaties  without  fully  realizing  the  direct  or  indirect  costs  to  the  American  people. 

Of  course  these  costs  were  those  requiring  appropriations  from  the  U.S.  Treas- 
ury and  do  not  include  $2.1  billion  in  Canal  revenues  which  will  be  paid  to 
Panama,  the  value  of  the  Canal  and  losses  of  revenue  to  the  United  States.  The 
House  Merchant  Marine  and  Fisheries  Committee  of  the  House  has  estimated 
these  total  costs  at  $4.2  billion. 

Mr.  Chairman,  on  top  of  these  huge  costs  I  am  concerned  that  in  the  mid-19S0's 
additional  appropriated  funds  will  be  needed  to  keep  the  Canal  in  operation. 
Previous  testimony  by  the  Governor  of  the  Canal  Zone  and  the  Comptroller  Gen- 
eral have  indicated  this  is  a  strong  possibility. 

In  addition,  it  is  possible  that  the  increased  tolls  resulting  from  the  Treaty  will 
drive  shippers  to  the  land  bridge.  If  this  happens,  the  Atlantic  and  Gulf  Coast 
ports  which  serve  this  Panama  Canal  traffic  will  be  severely  damaged  and  the 
United  States  will  have  to  pay  to  keep  the  Canal  open  for  defense  purposes. 

Mr.  Chairman,  I  view  the.se  hearings  on  the  implementing  legislation  as  an 
opportunity  to  salvage  some  elements  of  our  national  interest  in  this  matter.  The 
American  people  resent  their  hard-earned  tax  dollars  being  skimmed  away  as  the 
result  of  poorly  negotiated  treaties.  Therefore,  I  trust  our  Committee  will 
approach  this  legislation  from  the  standpoint  of  protecting  what  interests  we 
have  remaining  in  the  Panama  Canal. 

Chairman  Stennis.  If  there  is  no  objection,  we  will  proceed  now 
to  hear  the  Deputy  Secretary  of  Defense,  Mr.  Duncan. 

Do  you  have  a  prepared  statement,  sir  ? 

Mr.  Duncan.  Yes,  I  do. 

Chairman  Stenxis.  If  you  ask  to  have  it  put  in  the  record,  I  think 
we  will  agree  to  it,  and  you  can  summarize  if  you  wish,  for  the  sake  of 
time. 

So  you  proceed  in  your  own  way. 

STATEMENT  OF  CHARLES  W.  DUNCAN,  JH.,  DEPUTY  SECRETARY 
OP  DEFENSE,  ACCOMPANIED  BY  GEN.  WELBORN  DOLVIN, 
DEPARTMENT  OF  DEFENSE  TREATY  REPRESENTATIVE 

Mr.  Duncan.  Thank  you,  Mr.  Chairman.  I  am  very  pleased  to  be 
here  this  morning  to  discuss  with  you  the  implementing  legislation 
needed  for  the  Panama  Canal  Treaty  of  1977. 

My  prepared  remarks  will  cover  four  basic  areas :  The  Depart- 
ment of  Defense  responsibilities  under  the  treaty ;  the  implementing 
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costs  issue ;  the  consequences  to  the  Department  of  Defense  of  legis- 
lation that  does  not  support  both  the  letter  and  spirit  of  the  treaty ; 
and  certain  of  the  provisions  in  the  parallel  bill  passed  by  the  House 
on  June  21. 

The  Department  of  Defense  supported  the  treaties  as  approved  and 
ratified  by  the  United  States  and  Panama.  From  the  outset,  the  Joint 
Chiefs  of  Staff  stated  that  the  canal  was  of  military  importance  and 
that  it  gave  us  great  flexibility  in  transferring  our  forces  from  one 
ocean  to  the  other.  It  is  especially  valuable  in  its  application  to  our 
logistical  and  amphibious  shipping.  The  fundamental  interest  of  the 
Joint  Chiefs  of  Staff  in  the  canal  is  its  continued  availability  for  our 
naval  ships  and  ships  of  commerce. 

Our  emphasis  has  always  been  placed  on  the  free  and  unrestricted 
use  of  the  canal,  rather  than  on  ownership  of  or  sovereignty  over  the 
zone.  This  led  the  Joint  Chiefs  of  Staff  to  evaluate  the  situation  in 
Panama  and  to  conclude  that  the  best  alternative  to  the  continued  use 
of  the  canal,  in  both  peace  and  war,  was  a  nevf  treaty  relationship  with 
Panama  that  would  meet  our  security  interests  in  the  canal  and  pro- 
vide the  basis  for  active  cooperation  and  support  for  the  canal's  con- 
tinued operation. 

The  Department  of  Defense  considers  that  these  treaties  meet  these 
requirements  by  insuring  U.S.  rights  for  the  operation  and  defense 
of  the  canal  for  the  next  21  years.  This  allows  us  time  to  train  key 
Panamanian  personnel  and  integrate  them  into  the  management  and 
defense  of  the  canal  so  that  Panama  can  assume  its  responsibility  for 
its  stewardship  in  the  year  2000  vvdthout  any  degradation  in  canal 
efficiency.  The  Panama  Canal  Treaty  provides  to  Panama  a  significant, 
tangil^le  stake  from  canal  tolls  in  its  continuing  and  efficient  operation. 

This  is  the  Department  of  Defense  view  of  the  treaties  and  the  ra- 
tionale for  our  support  of  them.  It  is  now  our  hope  that  the  Congress 
will  pass  legislation  that  will  enable  us  to  carry  out  our  responsibility 
to  operate  and  defend  the  canal  in  a  cooperative  environment.  We 
would  also  hoDe  that  the  final  legislative  package  will  provide  the 
meaningful  role  for  Panama  that  is  mandated  in  the  treaty  ratified 
by  both  o-overnments. 

The  fact  of  the  matter  is  that  the  new  treaties  have  been  the  law  of 
the  land  since  April  1,  this  year,  when  the  instruments  of  ratification 
became  effective  in  accordance  with  the  Brooke  reservation.  The 
treaties  will  inexorably  enter  into  force  on  October  1,  this  year.  With 
the  President's  assignment  to  the  Secretary  of  Defense  of  the  responsi- 
bility for  the  operation  as  well  as  the  defense  of  the  Panama  Canal, 
the  Department  of  Defense  considers  that  supportive  and  timely  legis- 
lation is  of  the  highest  priority. 

In  accordance  with  the  President's  instructions,  the  Secretary  of 
Defense  Avould  exercise  the  oversight  responsibility,  through  the  Sec- 
retary of  the  Army,  for  the  new  Panama  Canal  Commission.  In  practi- 
cal terms,  this  means  a  continuation  of  the  mode  of  operation  now 
carried  out  by  the  Secretary  of  the  Army  who  provides  the  clav-to-day 
management  of  the  canal  in  accordance  with  the  major  policy  decisions 
made  by  the  Board  of  Directors. 

Other  major  responsibilities  will  be  assumed  by  the  DOD  as  a  result 
of  the  treaty  and  executive  branch  decisions.  Because  the  treaty  does 
not  permit  the  Commission  to  carry  out  certain  activities  performed  by 
the  Canal  Zone  Government  and  the  Panama  Canal  Company,  the 
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DOD  necessarily  will  be  operating  the  health  and  educational  services 
for  all  U.S.  citizens  and  their  dej)endents  assigned  to  U.S.  Federal 
agencies  in  Panama,  j^rincipally  the  Commission  and  the  military 
commands. 

We  will  be  providing  many  other  supporting  services  to  a  DOD 
community  enlarged  by  the  transfer  of  about  2,600  employees  from 
the  company  and  Canal  zone  government.  Additionally,  during  the 
initial  5  years  of  the  treaty,  DOD  will  have  to  expand  its  postal,  com- 
missary, and  post  exchange  facilities  in  order  to  accommodate  the  U.S. 
employees  of  the  Commission. 

All  of  these  activities,  which  impact  so  dramatically  on  the  quality 
of  life  for  the  official  American  comnmnity  in  Panama,  require  timely 
action  by  the  Congress  on  the  bill  you  are  now  considering. 

These  essential  services  for  the  30,000  Americans  who  will  remain 
in  Panama  will  require  funds  appropriated  by  the  Congress.  The 
api^ropriations  request  for  those  funds  has  been  submitted  as  a  part 
of  the  President's  budget  for  fiscal  year  1980  in  addition  to  suf)ple- 
mental  requests  for  fiscal  year  1979.  The  budget  for  these  functions  is 
austere  and  one  for  which  I  urge  your  full  support. 

The  costs  of  these  activities  has,  unfortunately,  been  used  as  a  politi- 
cal diversion  to  the  requirements  for  the  legislation  needed  by  DOD 
to  manage  the  canal.  The  issue  has  also  become  clouded  with  exag- 
gerated assertions  of  treaty  costs  and  what  they  should  comprise.  I 
would  like  to  review  the  facts  and  clarify  the  record. 

Immediately  following  the  signing  of  the  new  treaties  in  September 
1977,  many  Americans  Avere  led  to  believe  that  taxpayers'  dollars  were 
to  be  appropriated  to  meet  the  treaty  payments  to  Panama.  The  answer 
then,  and  the  answer  now,  is  that  all  treaty  payments  to  Panama  will 
come  from  canal  tolls. 

All  initial  administration  statements  concerning  costs  were  intended 
within  that  context.  Later,  at  the  beginning  of  the  Senate's  debate  on 
the  treaties,  we  were  asked  by  the  chairman  of  this  committee  to  pro- 
vide an  estimate  of  the  total  appropriated  costs  of  the  Panama  Canal 
Treaty. 

Although  there  was  no  approved  treaty,  no  legislation  and  no  treaty- 
related  budget,  we  attempted  to  calculate  what  those  20-year  costs 
might  be.  The  $350  million  estimate,  submitted  to  the  Senate  on  Feb- 
ruary 10,  1978,  was  based  on  the  best  data  available  at  that  time. 

Following  the  advice  and  consent  given  to  the  treaties  by  the  Senate 
in  April  1978,  we  began  intensive  planning  in  all  areas  of  related  DOD 
responsibilities.  In  Mai'ch  of  this  year,  an  updated  estimate  of  treaty- 
related  approjiriated  funds  was  submitted  to  the  House  IMerchant 
Marine  and  Fisheries  Committee.  This  estimate,  predicated  on  the 
passage  of  the  administration's  proposed  legislation,  was  based  on  the 
fiscal  year  1980  budget  already  submitted  to  the  Congress,  the  fiscal 
year  1979  supplemental  requests,  the  5-year  DOD  programing  docu- 
ments, and  a  high  sided  assumption  that  the  U.S.  presence  in  Panama 
would  remain  imchanged  for  20  years. 

We  indicated  that  the  outside  limit  of  these  costs  might  be  $879 
million.  We  fully  expect  that  the  total  funds  that  would  likely  be 
I'equested  fi'om  the  Congress  for  these  necessai-y  tasks  will  be  far  less 
than  this  worst  case  estimate.  It  particularly  should  he  noted  that  none 
of  these  funds  are  to  be  paid  to  the  Government  of  Panama.  They  will 
be  used  to  support  the  continued  American  presence  related  to  the 
canal's  operation  and  defense,  relocation  of  the  remains  of  U.S.  citi- 


zens,  preferential  retirement  arrangements,  a  one-time  retroactive 
retirement  fund  payment  for  several  hundred  nonappropriated  fund 
employees,  certain  State  Department  treaty  expenses,  and  a  required 
reserve  for  the  foreign  military  sales  credit  program. 

With  your  permission,  I  would  like  at  this  time  to  submit  our  cost 
estimate  for  the  record. 

[The  information  follows:] 

Net  additional  cost  requirements  to  the  U.S.  Government,  payable  from  the 
general  fund  of  the  Treasury  through  the  life  of  the  treaty  ^ 

[Dollars  in  millions] 

DOD  implementation  requirements:  Amount 

Fiscal  year  197&-84 277.  0 

Fiscal  year  19S5— 1st  quarter,  fiscal  year  2000 480.  0 

Personnel  requirements : 

Preferential  retirement  arrangements 20").  0 

Potential  liability  for  interest  on  retirement  benefits  transferred 2.  0 

Nonappropriated  fund  employees'  retirement 2.  0 

Other  requirements : 

Consular  services 3.  7 

Expenses  of  joint  committees 3.  8 

Relocation  of  remains  of  U.S.  citizens 8.  2 

Foreign  military  sales  reserve 5.  0 

Gross  amount  of  additional  appropriated  funds  (fiscal  year  1979- 
99)    981.  7 

Less : 

Annuity  payments  to  Panama_ (36.  0) 

Operational  cost  of  air  navigation  control  and  facilities (75.  0) 


Net  amount  of  additional  appropriated  funds  (fiscal  year  1979-99)  _  870.  7 
1  Early  retirement  estimate  is  eosted  over  a  period  of  30  years. 

DOD  Treaty  Implementation  Cost  Estimates 

The  Department  of  Defense  has  estimated  that  for  the  fiscal  year  1979-84 
peripd  an  additional  net  $277  million  would  be  required : 


Fiscal  year- 


1979  1980  1981  1982  1983  1984        1979-84 


Base  operations  I 3.8  16.5 

Commissary  operations  2 .4  3.4 

Port  operations .1  .9 

Communications 1.5  .8 

Disposal  of  remains .1  .2 

Criminal  investigation .1  .1 

Medical  ope.ations  3 .6  14.6 

Postal  operations .5  1.5 

School  system  < 6.  0 

Military  pay 3.  5 

Military  construction » 40.6  6.0 

Equipment  procurement « 10.  0 

Less  credits  (hospital  operations)' (7.  5) 


16.6 

16.6 

16.6 

16.6 

86.7 

1.1 

1.1 

.7 

.7 

7.4 

.9 

.9 

.9 

.9 

4.6 

.5 

.5 

.5 

.5 

4.4 

.2 

.1 

.1 

.1 

.8 

.1 

.1 

.1 

.1 

.6 

16.3 

16.7 

3.5 

3.8 

55.5 

1.4 

1.3 

1.3 

1.3 

7.3 

6.0 

6.0 

6.0 

6.0 

30.0 

3.5 

3.5 

3.5 

3.5 

17.5 

13.6 

12.2 

.5  .. 

72.9 

6.6 

2.4 

2.8 

.8 

22.6 

(/.b) 

(6.7) 

(5.8) 

(5.8) 

(33.  3) 

Total 47.8  56.0  59.3  54,7  30.7  28.5  277.0 


'  The  term  "base  operations"  includes  support  or  housekeeping  activities,  such  as  supply  and  maintenance,  trans- 
portation, property  repair  and  maintenance,  and  opeiation  of  utility  plants  and  systems. 

-  Commissary  patrons  currently  number  26,000.  The  number  is  expected  to  rise  to  35,000  on  Oct.  1,  1979,  and  not  to 
exceed  that  level  during  the  5-year  period. 

3  Medical  population  to  be  served  is  estimated  at  88,500  as  of  Oct.  1,  1979,  dropping  to  44,000  by  Apr.  1,  1982,  and 
remaining  at  that  level  for  the  remainder  of  the  period. 

•"  The  population  of  the  DOO  school  system  is  not  expected  to  vary  significantly  during  this  period. 

5  All  m'litary  construction  results  from  relocation  of  military  units. 

«  Initial  and  replacement  equipment  ieUied  to  functions  transferred  from  the  Panama  Canal  Company;  e.g.,  cargo 
handlin.?  equipment,  administrative  vehicles,  communications  and  hospital  equipment. 

'  Revenue  fathered  as  a  result  cf  medical  ca.e  provided  persons  authorized  to  receive  such  care,  but  required  to  pay 
for  it  at  established  rates.  These  amounts  exclude  that  portion  of  the  revenues  returned  to  the  0.  &  M.,  Army  approoria- 
tion,  and  inclute  only  those  amounts  returned  to  the  military  personnel,  Army  appropriation  and  to  miscellaneous  receipts, 
Treasury  account. 

Source:  Department  of  Defense. 
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The  Department  of  Defense  has  projected  its  appropriations  for  the  period 
beginning  with  FY  1985  and  running  through  the  first  quarter  of  FY  2000  on  a 
straight-line  basis,  i.e.  on  the  basis  of  zero  change  from  the  FY  1984  level.  For 
this  purpose,  the  $28.5  million  FY  1984  figure  has  been  increased  to  $30  million, 
to  include  a  margin  for  possible  replacement  of  capital  items  and  urgent  military 
construction  requirements.  Moreover,  the  expenditure  period  has  been  calculated 
at  16  j-ears  rather  than  15^/4  years.  On  this  basis,  the  Department  of  Defense 
estimates  that  its  net  additional  requirements  arising  from  the  Treaty  will  be 
$480  million  for  the  post-FY  1984  period.  It  should  be  emphasized  that  this  figure 
is  highly  speculative  and  represents,  in  terms  of  constant  dollars,  maximum 
Defense  costs  for  the  period. 

Statements  by  the  Joint  Chiefs  of  Staff  and  the  Commander  in  Chief,  U.S. 
Southern  Command,  indicate  that,  although  there  are  no  present  plans  to  draw 
down  the  existing  military  forces  in  Panama,  factors  bearing  on  this  issue  will 
be  reviewed  periodically  by  the  Department  of  Defense.  It  is  unlikely  that  the 
entire  present  Defense  community  in  Panama  would  remain  through  1999. 

Personnel  Requirements 

1.    EARLY    retirement    BENEFITS 

Article  X(9)  of  the  Treaty  provides  that  the  United  States  will  seek  special 
legislation  for  a  liberalized  early  retirement  program.  This  commitment  is  im- 
plemented by  Sections  325  and  326  of  H.R.  1716.  The  passage  of  the  legislation 
would  increase  the  statutory  liability  of  the  Civil  Service  Retirement  System  by 
$205  million.  In  accordance  with  Section  8348(f)  Title  5  U.S.  Code,  this  liability 
would  be  amortized  by  annual  appropriations  over  a  thirty-year  period  of  $12.7 
million  each. 

The  cost  estimate  of  $150  million  made  by  the  Civil  Service  Commission  in 
early  1978  did  not  include  the  effect  of  the  1978  pay  increase  or  the  cost  of  the 
liberalized  benefits  for  Panama  Canal  Company  and  Canal  Zone  Government 
employees  (mainly  in  health  and  educational  facilities)  who  transfer  to  DOD 
because  of  their  duties. 

The  details  of  the  current  estimate  by  the  Office  of  Personnel  Management 
(0PM)  are  contained  in  the  following  table  estimated  on  a  "static"  basis: 

A.  Cost  for  employees  who  remain  after  October  1, 1979 : 

1.  Number    remaining 10,  093 

2.  Average  salary $13,  000 

3.  Total  payroll  (1)  X  (2)  (million) $131 

4.  Unfunded  liability  generated  per  dollar  payroll $1.  35 

5.  Increase  in  liability  (3)  X  (4)  (milUon) $177 

B.  Cost  for  employees  who  retire  immediately : 

1.  Estimated  number  retiring  (3  times  normal  annual  rate) 1,  500 

2.  Average  salary $13,  000 

3.  Total  payroll  (1)  X  (2)  (million) $20 

4.  Unfunded  liability  generated  per  dollar  payroll $1.  31 

5.  Increase  in  liability  (3)  X  (4)  (million) $26 

C.  Law  enforcement  officers : 

1.  Estimated  number  retiring  immediately 200 

2.  Average  service  (years) 10 

3.  Increase  in  liability  (million) $1.3 

4.  Number  with  less  than  20  years  service  who  remain 200 

5.  Estimated  average  time  rate  worked  after  October  1,  1979 

(years)   4 

6.  Increase  .in  liability $700,  000 

7.  Total  increase  in  liability  under  special  provision  for  law 

enforcement  officers  (million) $2 

Total  increase  in  liability  (A5-fB5-f-C7)    (million) $205 

Annual  payment  over  30  years  (million) $12.7 

*As  with  other  estimates  contained  in  this  paper,  tlie  above  calculation  Is  made  on  a 
"static"  basis. 

Source  :  Office  of  Personnel  Management. 
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2.  TRANSFER   OF   EETIBEMENT   BENEFITS 

Article  VIII (3)  (c)  of  the  Agreement  in  Implementation  of  Article  III  of  the 
Treaty  provides  for  the  transfer  to  the  Social  Security  System  of  Panama  of 
funds  equal  to  the  amount  of  employee/employer  contributions  held  for  certain 
Panama  Canal  Company/Canal  Zone  Government  employees  who  become 
employed  by  Panama  as  a  result  of  the  Treaty.  This  transfer  is  at  the  election 
of  the  employee.  It  is  difficult  to  estimate  the  cost  of  this  provision  until  it  is 
known  exactly  how  many  employees  are  involved  and  how  many  will  elect  to 
make  a  transfer  of  their  retirement  contributions  to  the  Panamanian  Social 
Security  System.  It  has  been  0PM  experience  that  employees  separated  by  a 
reduction  in  force,  who  lack  the  years  of  service  for  early  retirement,  generally 
request  a  refund  of  their  contribution. 

0PM  has  estimated  that,  if  300  employees  elected  to  transfer  their  contribu- 
tions, the  cost  of  these  transfers  to  the  Social  Security  System,  including  U.S. 
Government  matching  funds,  would  not  be  more  than  $1-2  million.  This  is  not 
a  net  incremental  cost  to  the  Treasury,  since  the  transfer  would  be  financed 
from  contributions  already  made  to  the  Civil  Service  Retirement  Fund.  Should 
interest  on  the  employer/employee  contributions  be  paid,  the  cost  to  the  Treasury 
would  be  $1-2  million. 

3.  NON-APPBOPEIATED   FUND  EMPLOYEES 

Annex  C  of  the  Agreement  in  Implementation  of  Article  IV  of  the  Treaty  pro- 
vides that  non-U. S.  employees  who  are  not  presently  covered  by  U.S.  Civil  Serv- 
ice retirement,  or  employees  paid  by  U.S.  non-appropriated  fund  instrumentali- 
ties, shall  be  covered  by  Panamanian  Social  Security,  with  contributions  paid 
by  the  insured  and  the  employer  according  to  the  rates  established  by  the  Social 
Security  laws  of  Panama.  The  Department  of  Defense  budget  will  include  a 
one-time  request  for  $1.5-2  million  to  cover  unfunded  retroactive  retirement 
annuities  for  non-appropriated  fund  employees. 

4.  CANAL  PERSONNEL   TRANSITION   COSTS 

The  Panama  Canal  Company  is  self-financing  and  is  required  to  reimburse  the 
U.S.  Treasury  from  Canal  revenues  for  that  portion  of  the  appropriations  for 
the  Canal  Zone  Government  which  is  not  recovered  from  otlier  federal  agencies. 
Because  of  this  reimbursement,  there  will  be  no  net  impact  on  the  federal  budget 
as  a  result  of  the  supplemental  requests  described  below.  These  costs  are  included 
in  the  interest  of  completeness. 

As  a  result  of  the  1977  Treaty,  the  Panama  Canal  Company  and  the  Canal  Zone 
Government  will  cease  operations  at  the  end  of  FY  79.  In  the  course  of  phasing 
out  their  activities,  some  one-time  personnel-related  expenses  will  arise  from 
the  Company/Government.  Separated  United  States  Government  employees  will 
receive  lump-sum  payments  for  their  unused  leave.  Such  leave  is  funded  for  the 
Company  but  is  not  funded  for  the  Canal  Zone  Government,  an  appropriated 
fund  agency.  An  appropriation  of  $1,930,000  has  been  requested  for  commuted 
leave  payments  to  Canal  Zone  Government  employees  who  will  be  terminated  by 
the  end  of  FY  79. 

In  addition,  under  the  terms  of  their  employment  with  the  Company  or  Gov- 
ernment, persons  who  were  recruited  to  go  to  Panama  to  work  for  these  agencies 
are  entitled  to  have  the  cost  of  their  return,  including  the  movement  of  household 
goods  and  vehicles,  paid  by  these  agencies.  These  repatriation  costs  will  amount 
to  $1,301,000  for  the  Canal  Zone  Government  and  $1,672,000  for  the  Canal 
Company. 

Finally,  there  will  be  some  turnover  among  skilled  employees  of  the  Canal 
operation.  This  v\-ill  lead  to  recruitment  costs  for  the  Canal  Company  of  $165,000 
beyond  the  n mount  identified  in  its  FY  79  budget. 

In  sum,  the  aforementioned  items  will  require  an  FY  79  supplemental  appro- 
priation of  .$3,231,000  for  the  Canal  Zone  Government  and  an  increase  of  $1,837,- 
000  in  the  limitation  on  general  and  administrative  expenses  of  the  Panama 
Canal  Company  Fund. 

Other  Incremental  Costs 

1.  Consular  requirements. — As  a  result  of  the  Treaty,  the  U.S.  Embassy  in 
Panama  will  assume  a  number  of  consular-type  services  previously  performed 
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by  the  Canal  Zone  Government.  The  thousands  of  T'.S.  citizens  now  living  in  the 
Canal  Zone  will,  after  October  1,  1979.  be  residing  and  worlving  in  Panama. 
They  will  thus  require  pas.sports,  citizenship  services,  welfare  and  protection 
support.  To  cope  with  this  increased  worlvload.  the  consular  staff  will  be  in- 
creased by  two  U.S.  officers  and  eight  local  employees  at  entry  into  force  of  the 
Treaty.  Over  the  life  of  the  Treaty,  the  increased  costs  will  be  approximately 
$3.7  million. 

2.  Joint  conimittrrs. — The  T'.S.  will  need  to  meet  certain  expenses  for  its  pir- 
ticipation  in  two  bilateral  groups  established  by  the  Treaty,  the  Consultative 
Committee  and  the  Joint  Commission  on  the  Environment.  Tliese  expenses  will 
be  included  in  the  Department  of  State  budget.  The  estimate  for  personnel  com- 
pensation and  travel  for  U.S.  meml)ers  of  the  Consultative  Committee  is  approxi- 
mately $17,000  per  year  and  that  for  the  Joint  Commission,  approximately  $177.- 
300  per  year. 

3.  Relocation  of  remains. — $1.7  million  is  included  in  the  FY  1979  supplemental 
request  for  the  Canal  Zone  Government,  to  carry  out  the  relocation  work  re- 
quired by  the  Senate  Reservation  to  the  Treaty  concerning  the  Permanent  Neu- 
trality and  Operation  of  the  Panama  Canal.  Since  this  requirement  is  designed  to 
establish  a  permanent  American  cemetery  in  Panama  and  does  not  relate  to 
operation  of  the  Panama  Canal,  we  have  requested  that  this  expense  be  met 
from  the  General  Fund  of  the  Treasury.  Additionally,  an  estimated  $1.5  million 
may  be  required  in  the  DOD  budget  to,  cover  the  cost  of  transporting  the  remains 
of  U.S.  citizens  from  Corozal  Cemetery  to  the  continental  United  States,  in  ac- 
cordance with  the  Senate  Reservation. 

Jf.  Foreign  military  sales  reserve. — Finally,  there  is  a  program  for  economic  and 
military  cooperation  with  Panama  totalling  $.345  million.  This  program,  whi'h 
is  from  the  Treaty,  consists  entirely  of  loans,  guarantees  and  credits.  It  includes 
issuance  of  repayment  guarantees  under  the  Foreign  Military  Sales  Program  not 
ro  exceed  $50  million  over  a  ten-year  period.  I>ike  the  other  parts  of  the  jn'c- 
gram,  this  portion  is  not  a  grant  to  Panama  and  is  not  financed  by  the  American 
taxpayer.  Appropriations  would  be  required  onl.y  to  cover  ten  percent  of  the 
annual  program  in  the  form  of  deposits  in  a  special  reserve  account,  as  is  the 
case  with  all  such  military  credit  salj^s.  The  maximum  amount  required  for  this 
purpose  will  be  $5  million. 

Mr.  Duncan.  The  so-called  price  tags  widely  disseminated  durino- 
the  past  6  months  and  which  range  from  $.3  to  $20  billion  are  illusory. 
They  would  lead  the  uninformed  to  believe  that  billions  of  dollars  will 
be  taken  from  the  taxpayers'  pocket  during  the  next  20  years  and 
spread  among  the  Panamanians. 

Nothing,  including  the  levels  of  these  hypothetical  costs,  could  be 
further  from  the  truth.  The  legislation  submitted  for  your  considera- 
tion is  dcvsigned  to  enable  the  DOD,  and  hence,  the  United  States 
to  manage  the  canal  throughout  this  century  and  to  provide  essential 
services  to  our  dedicated  canal  employees  and  military  forces  who 
will  remain  in  Panama.  The  related  appropriations  requests  have 
been  designed  to  support  these  objectives. 

There  are  more  than  30.000  Americans,  civilian  and  military,  in 
Panama  who  await  your  decision  on  this  legislation.  The  military 
complement  is  transitory ;  that  is,  they  are  assigned  for  3  or  4  years 
and  are  replaced  hy  others  with  the  same  skills  and  training. 

Furthermore,  they  have  no  choice  in  going  there.  The  U.S.  canal 
work  force,  on  the  other  hand,  arrived  in  Panama  under  an  estab- 
lished set  of  ground  rules  and  with  the  imderstanding  that  a  lifetime 
career,  rather  than  a  temporary  job,  awaited  them.  The  career  remains 
but  the  groimd  rules  have  been  changed  as  a  result  of  a  foreign  policy 
decision  made  in  accordance  with  our  constitutional  processes. 

Chairman  Stennis.  Let  me  interrupt  for  just  a  minute.  Some  of 
our  members  here,  I  know,  have  only  a  limited  time  and  I  always  like 
for  every  member  to  have  a  chance  to  ask  questions  of  any  witness. 
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esi:>ecially  a  highly  important  -svitness  like  you.  If  you  do  not  mind, 
let's  suspend  here  and  let  me  give  them  a  chance. 

Let  me  repeat  for  those  who  have  come  in,  the  hearing  on  this  leg- 
islation was  deliberately  held  up  by  your  chairman,  awaiting  hearings 
and  disposition  of  the  matter  in  the  Plouse. 

Now  that  has  happened  and  we  will  hear  the  testimony  on  this  bill. 
I  consider  it  important.  In  the  meantime,  I  had  asked  Senator  Levin 
to  make  a  special  effort  to  prepare  himself  to  coordinate  this  matter, 
and  he  has  worked  on  it  considerably. 

I  am  going  to  ask  him  to  proceed  for  that  purpose,  being  without 
the  authority  to  appoint  another  subcommittee  of  our  committee.  The 
Chair  considers  this  highly  important  legislation. 

I  am  going  to  have  to  excuse  myself  in  a  few  minutes  to  go  to  the 
floor  where  we  have  matters  that  we  have  passed  on  in  the  supple- 
mental appropriations  bill  for  the  Department  of  Defense  and  other 
departments  and  I  will  come  back  just  as  soon  as  I  can. 

I  know  that  our  hearings  will  proceed  in  the  usual  way  and  to  the 
accommodation  of  the  membership  as  much  as  we  can. 

Mr.  Sullivan,  our  staff  director  and  John  Roberts,  general  counsel  of 
our  committee,  as  you  know,  have  made  preparation  here.  John 
Roberts  made  special  preparation  and  you  can  certainly  call  on  him. 

I  ask  unanimous  consent  that  certain  questions  that  he  prepared  for 
the  committee  be  inserted  into  the  record  for  the  attention  of  the  wit- 
nesses and  a  followup  answer  within  the  week.  If  you  need  more  time, 
we  will  extend  it. 

Gentlemen,  what  is  your  pleasure  now  ?  Senator  Cannon,  did  you 
wish  to  ask  questions  ? 

Senator  Cannon.  I  will  have  to  leave. 

Chairman  Stennis.  I  already  expressed  my  pleasure  that  you  could 
come,  and  I  hope  you  will  come  back. 

Gentlemen,  we  will  give  this  the  attention  it  deserves.  We  want  to 
make  this  record  complete  and  we  will  be  meeting  again  this  week. 

Is  there  anyone  who  wishes  recognition  while  the  Deputy  Secretary 
of  Defense  is  on  the  stand  ? 

Senator  Byrd  ? 

Senator  Byrd.  Mr.  Chainnan,  I  just  want  to  comment  on  your  earlier 
statement  about  the  witnesses.  I  notice  that  all  the  witnesses  have 
lengthy  statements.  Now,  that  is  fine,  but  that  means  less  time  for 
questioning. 

We  have  vitally  important  legislation  on  the  floor  of  the  Senate 
today.  I  would  hope  that  the  witnesses  would  be  brief,  submit  their 
full  report  for  the  record,  but  give  the  members  of  the  committee  an 
opportunity  for  questioning. 

Chairman  Stennis.  I  applaud  your  statement,  sir.  We  have  got  to 
move  along.  We  are  spread  out  too  thin.  We  have  to  get  this  all  on 
the  record.  Then  everyone  can  examine  it  and  make  such  moves  thereon 
as  they  see  fit. 

Senator  Btkd.  We  are  ^oing  into  all  this  ancient  history.  I  am 
speaking  now  not  necessardy  of  Secretary  Duncan,  but  we  will  not. 
have  any  time  for  questions.  Many  of  us  have  to  be  on  the  floor; 
the  Chairman  does. 

Chairman  Stennis.  They  will  understand. 

48-366—79 6 
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Chairman  Stexxis.  All  riglit,  gentlemen.  If  you  will  excuse  me  now. 
If  you  should  feel  that  I  should  be  here,  just  send  for  me. 

Mr.  Duncan.  Let  me  just  summarize  two  points  in  my  summary. 
I  had  four  or  five  major  points.  Maybe  I  will  touch  very  quickly  on 
the  two  most  important  in  my  mind. 

The  first  concerns  whether  we  should  have  a  Government  corpora- 
tion or  an  appropriated  funds  agency.  I  have  a  very  strong  personal 
view  that  we  should  have  a  Government  corporation  and  not  an  appro- 
priated funds  agency. 

The  second  point  I  w^ould  like  to  make  concerns  sections  101  and  102 
-of  H.R.  111.  The  House  bill  states  that  the  Secretary  of  Defense  shall 
direct  the  Panama  Canal  Commission  and  the  supervisory  board.  I 
think  that  goes  beyond  the  spirit  of  the  treaty.  I  think  that  with  the 
majority  of  the  board,  we  have  all  the  direction  we  need.  I  would  make 
just  those  two  final  points,  then  open  myself  for  questions. 

Chairman  Stennis.  Senator  Goldwater,  do  you  have  any  questions 
at  this  time  ? 

Senator  Goldwater.  I  have  no  questions. 

Chairman  Stennis.  Are  there  any  questions  over  here  ? 

Senator  Hu]vipheey.  Not  at  this  time. 

Chairman  Stennis.  Senator  Exon  ? 

Senator  Exon.  Yes.  I  have  a  short  statement,  JMr.  Chairman,  and 
then  I  have  a  question  or  two. 

Mr.  Chairman,  the  subject  of  the  ratification  of  the  Panama  Canal 
treaties  tore  at  the  fabric  of  our  political  society  causing  deep  division 
last  year. 

Although  I  was  not  a  member  of  the  Senate  at  the  time  and,  there- 
fore, not  privileged  to  all  of  the  hearings  and  debate,  I  am  confident 
that,  had  I  been  here,  my  vote  would  have  been  against  ratification. 

Plowever,  the  decision  was  made  in  the  U.S.  Senate.  Therefore  it 
seems  to  me  that,  realistically  speaking,  under  our  system  of  govern- 
ment, all  of  us  in  the  United  States  must  recognize  the  fact  that  the 
treaty  was  ratified.  Therefore,  the  hearing  that  we  are  launching  into 
this  morning  in  the  U.S.  Senate  has  to  do  with  the  funding  mechanism 
as  to  how  the  treaty  is  going  to  be  implemented ;  whether  those  of  us 
now  in  the  U.S.  Senate  feel  that  that  treaty  should  have  been  ratified  in 
the  initial  instance  or  not. 

Therefore,  it  is  going  to  be  mv  concern  as  Senator  to  make  sure  that 
any  funds  which  are  appropriated  through  a  corporation,  as  you 
referred  to,  Mr.  Duncan,  are  kept  at  the  very  minim.um.  I  hope  that 
during  the  testimony  today  and  the  testimony  that  will  follow,  possibly 
we  can  get  into  the  matter  as  to  why  it  is  that  the  revenue  from  the 
Panama  Treaty  itself  cannot  be  used,  or  should  not  be  used,  to  pay 
some  of  the  expenses  that  the  U.S.  citizen  has  been  subject  to  for  a  long, 
long  time  in  running  the  Panama  Canal. 

i  have  a  s]:)ecific  question,  since  you  brought  it  up.  "Would  you 
elaborate  on  the  statement  you  just  made?  I  understood  that  you  were 
very  much  in  favor  of  a  Government  corporation  as  opposed  to  an 
appropriated  funds  agency.  I  refer  to  the  fact  that  if,  indeed,  we  go 
the  Government  corporation  route  that  the  Congress  of  the  United 
States  may  be  giving  \\\)  snme  of  the  control  that  it  might  have  on 
taxpayers'  funds  thnt  coukl  be  used  during  the  period  between  now 
and  when  we  formallv  turn  over  the  canal  in  the  year  2000, 1  believe. 
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Mr.  Duncan.  The  Government  corporation  was  establislied — I  be- 
lieve the  Panama  Canal  Commission  began  operation  under  that 
format — in  fiscal  year  1951  and  consequent  legislation  passed  in  1950. 
During  that  period  of  time,  I  think  the  canal  has  operated  very  well.  It 
has  paid  several  hundred  millions  of  dollars  back  to  the  U.S.  Govern- 
ment in  the  form. of  interest.  It  has  made  a  loan  repayment,  if  I 
recall  correctly,  in  the  amount  of  $40  million. 

In  essence,  it  has  been  operated  as  a  business.  It  is  known  that  it  had 
to  meet  its  expenses  from  revenues.  I  think  that  has  been  a  very  good 
discipline  to  organize  that  kind  of  operation  in.  It  has  worked  very 
successfully  for  a  period  of  39  years  and  I  think  that  it  would  argue — 
at  least  I  would  argue — ^that  it  would  be  a  very  effective  mechanism  for 
the  future.  Insofar  as  congressional  control  is  concerned,  you  still  have 
your  audits.  You  still  have  all  of  your  annual  appropriations  process. 

But  I  think  that  the  flexibility  and  the  management  discipline  in- 
herent in  the  Government  corporation  as  opposed  to  an  appropriated 
funds  agency  where  there  is  not  quite  the  incentive  to  save  money,  to 
reduce  costs  in  order  to  have  to  operate  within  revenues,  is  a  very  good 
discipline  and  I  would  recommend  very  strongly  that  it  be  perpetu- 
ated l3y  the  Congress. 

Senator  Exon.  Maybe  I  do  not  understand,  Mr.  Duncan.  You  have 
made  the  point,  I  think— although  I  have  not  read  all  of  your  testi- 
mony— that  essentially,  the  money  we  are  goingto  be  called  on  to  ap- 
propriate is  for  the  benefit  of  the  American  nationals  that  are  in  the 
canal  at  this  time.  Is  that  a  fair  assumption  ? 

INIr.  Duncan.  Right.  That  would  be  the  money  that  we  are  talking 
about.  That  is  the  $870-odd  million  that  I  mentioned  earlier. 

Senator  Exon.  Talking  about  $870  million,  I  am  sure  you  followed 
the  debate  in  the  U.S.  Senate  very  extensively.  It  was  the  general  con- 
sensus, I  believe,  that  the  $870  million  would  be  the  amount  of  money 
necessary  to  be  appropriated  over  the  years  by  the  Congress  to  imple- 
ment the  treaty.  Is  that  correct  ? 

Mr.  Duncan.  Right.  Between  now  and  the  year  2000.  That  is  pre- 
dicated, of  course,  on  a  lot  of  assumptions.  It  is  very  hard  to  make 
precise  figures  when  you  are  looking  at  a  total  of  20  years. 

Senator  Exon.  It  would  be  my  hope  that  out  of  this  committee,  or 
on  the  floor  of  the  U.S.  Senate,  we  might  be  able  to  tie  down  very  pre- 
cisely— or  as  precisely  as  possible — an  exact  figure.  Because  certainly 
those  of  us  who  have  made  studies  of  Government  operations  in  the 
past  find  that  many  programs  that  have  been  started  out  on  a  rather 
small  dollar  figure  multiply  by  2  or  3  or  4  or  10  times  before  the  full 
imDlementation  is  actually  made. 

Do  you  think  it  would  be  possible  for  the  U.S.  Senate,  recognizing 
that  we  cannot  bind  future  Senates,  to  set  some  kind  of  a  goal  or  a 
limit  early  as  we  start  the  funding  process  for  the  implementation  of 
the  treaty  ? 

Mr.  Duncan.  I  think  that  would  be  difficult.  There  are  too  many  un- 
knowns. Let  me  elaborate  for  a  moment,  if  I  could. 

Of  the  total  of  $870  million,  if  I  recall  correctly,  $750  million  is  the 
Department  of  Defense.  Of  that  $750  million,  we  are  assuming  about 
$30  million  a  year  for  the  next  16  years  from  1984  to  the  year  2000  at 
a  flat  rate  of  $30  million  a  year.  That  assumes  there  is  no  reduction  of 
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forces  at  tlie  end  of  the  treaty.  That  assumes  a  constant,  flat,  U.S.  effort 
in  the  Panama  area. 

Whether  that  will  happen  or  not,  I  do  not  know.  I  do  not  know 
whether  the  threat  is  going  to  increase  or  recede.  I  think  to  make  a 
projection  today  as  to  what  our  costs  are  going  to  be  for  a  j^eriod  of 
21  years  would  be  a  very,  very  difficult  thing  to  do.  I  think  that  the 
$200-some-odd  million  that  we  have  forecast  for  the  next  5  years,  that 
is  a  reasonably  firm  estimate.  I  think  what  is  not  firm  is  the  $30  mil- 
lion a  year  for  16  years;  the  $480  million,  which  is,  by  far,  the  biggest 
part  of  the  $870  million  I  referred  to. 

I  also  would  make  one  other  point,  if  I  could,  and  that  is  we  need 
the  Panama  Canal  and  we  stipulated  that  it  is  an  important  national 
security  asset.  It  is  important  if  it  is  open  to  keep  it  open.  We  think 
that  now  and  in  the  future  we  will  probably  continue  to  think  that  we 
need  a  military  presence  there. 

That  military  presence  has  never  been  charged  to  the  Panama  Canal 
Commission.  That  is  something  the  U.S.  Government  has  always 
funded. 

Senator  Exon.  To  follow  up,  Mr.  Chairman,  on  that  point,  earlier 
in  the  Armed  Services  Committee  we  had  a  reconnnendation  from  one 
of  the  services — I  do  not  remember  which — for  a  figure  in  the  area 
of  $20  to  $30  million  which  they  wanted  in  the  1980  hscal  budget  for 
the  construction  of  some  type  of  facility  so  we  would  transfer  some  of 
our  Armed  Forces  from  their  present  facility  to  this  new  facility. 

Can  you,  for  the  record,  clarify  what  that  might  have  been?  Do 
you  know? 

Mr.  DuNCAx.  As  I  recall,  there  are  four  major  base  complexes  which 
include  22  military  reservations.  During  the  first  5  years  of  the  ti-eaty, 
we  would  be  transferring  parts  of  three  of  those  military  bases  to  the 
(lovernment  of  Panama,  thus  necessitating  the  transfer  of  other  U.S. 
facilities  to  other  U.S.  controlled  bases. 

We  will  make  our  own  judgment  in  the  intervening  years  between 
now  and  the  year  2000  as  to  the  rate  and  the  pace  and  the  need  to 
turn  over  any  other  additional  bases  or  facilties. 

Senator  Exon.  When  we  get  down  to  the  loottom  line  hei'e,  we  are 
then  proposing  to  construct  some  facilities  to  implement  the  treaty,  is 
that  right?  To  make  certain  changes? 

Mr.  Duncan.  Right.  Where  we  take  some  of  our  facilities  pursuant 
to  the  treaty  and  the  lengthy  negotiations  tliat  led  up  to  it.  where  we 
have  agreed  to  move  them  from  here  to  there,  we  have  to  have  facilities 
for  them.  That  is  a  part  of  the  $250-some  million. 

Senator  Exon.  That  will  be  a  cost  to  the  taxpayers  of  course. 

Mr.  Duncan,  Yes. 

Senator  Exon.  Those  facilities  Avill  be  fairly  new,  built  in  the  last 
20  vears.  Do  we  also  give  that  to  Panama  when  we  leave  in  the  year 
2000  ? 

Mr.  Duncan.  Those  will  be  turned  over  to  the  Government  of 
Panama. 

Senator  Exon.  It  is  safe  to  assume,  is  it  not,  that  all  of  the  money 
which  will  be  appropriated  will  go  to  the  American  civilians  that  aro 
there,  now.  In  fact,  we  are  gointr  to  be  constructing  some  facilities,  and 
when  we  leave  here  in  the  year  2000,  we  will  be  turning  over  those 
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facilities  without  pay,  without  being  reimbursed  in  some  fashion,  by 
the  Government  of  Panama. 

Mr.  Duncan.  Right.  That  is  at  tlie  then-residual  value.  I  do  not 
know  what  that  would  be,  but  I  would  say  if  you  are  going  to  maintain 
a  military  presence  we  now  have  on  the  order  of  magnitude  of  9,300 
militaiy  there,  not  including  dependents. 

If  you  are  going  to  keep  them  there,  you  have  to  give  them  the  re- 
soni'ces  and  the  housing  and  the  other  things  you  have  to  do  all  over  the 
world  where  we  have  a  military  presence.  We  would  like  not  to  have  to 
sj^end  this  money,  but  if  you  are  contemplating  the  need  to  keep  a  mili- 
tary presence  in  an  area  of  the  world  for  20  to  21  years,  it  is  necessary 
to  have  the  facilities  and  the  resources  and  the  capabilities  to  take  care 
of  them  and  that  is  what  we  contemplate  doing,  in  as  austere  a  manner 
as  possible. 

Senator  Exon.  The  military  presence  there  is  at  the  expense  of  the 
American  taxpayer. 

]Mr.  Duncan.  Yes,  as  it  has  been. 

Senat/or  Levin.  We  are  trying  to  follow  a  10-minute  rule  here. 

Senator  Exon.  Thank  you.  INIr.  Chairman. 

Senator  T^vin.  Senator  Goldwater  ? 

Seiiator  Goldwater.  Xo  questions. 

Senator  Levin.  Senator  Byrd  ? 

Senator  Byrd.  Thank  you,  Mr.  Chairman. 

Would  you  break  down  the  $870  million  that  it  will  cost  ? 

]^  Fr.  Duncan.  Yes,  sir. 

Tlie  $277  million  I  talked  about  earlier,  the  Department  of  Defense 
budget  from  fiscal  years  1979  to  1984. 

Senator  Byrd.  How  is  it  spent  ?  "Wliat  is  it  for  ? 

]\Ir.  Duncan.  Base  operations.  I  will  give  it  to  you  very  quickly,  and 
T  Avill  submit  more  detail  for  the  record.  Essentially,  base  operations, 
$86.7  million;  commissary  operations,  $7.4  million;  fort  operations, 
?4.f)  million:  communications,  $4.6  million;  $800,000,  disposal  of  re- 
mains; $600,000,  criminal  investisfations;  $55.5  million,  medical  opera- 
tions; $7.3  million,  postal  oi:)erations;  $30  million,  school  system ;  $17.5 
million,  military  pay;  $72.9  million,  militai-y  construction;  $22.6  mil- 
lion, equipment  procurement ;  and  a  credit  of  $33.3  million  on  hospital 
operations,  for  a  total  of  $277  million. 

I  have  submitted  that  for  the  record  as  a  part  of  my  statement. 

Senator  Byrd.  $277  million  out  of  $870  million.  "Wliere  does  the  other 
$600  million  come  from  ? 

l^Tr.  Duncan.  The  other  $600  million  consists,  in  large  measure,  of 
$480  million  which  assimies  the  continuing  $30  million  annual  amount 
of  money  spent  by  DOD  for  16  years. 

That  is  why  I  am  saying  earlier  that  it  is  awfully  hard  to  be  precise 
on  that.  You  are  projecting  a  $30  million  annual  payment  for  16  years 
to  total  $480  million  as  the  cost  of  our  maintaining  our  military  pres- 
ence ill  Panama,  between  1984  and  the  year  2000. 

Senator  Byrd.  It  costs  American  taxpayers  $870  million,  according 
to  vour  figures  ? 

Mr.  Duncan.  It  will  cost  $870  million. 

Senator  Byrd,  It  will  cost  the  American  taxpayers  $870  million  ? 

j\rr.  Duncan.  That  is  right.  That  is  the  amount  of  monev  that  we  are 
estimating  we  will  have  to  budget. 
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Senator  Byed.  How  about  the  $400  million,  $20  million  a  year  in 
interest  payments  that  the  American  taxpayers  will  not  get?  That  is 
not  included  in  that,  is  it  ? 

Mr.  Duncan.  That  is  not  pursuant  to  the  treaty. 

Senator  Byrd.  That  is  not  included  in  those  figures,  correct  ? 

Mr.  Duncan.  That  is  correct. 

Senator  Btkd.  Then  the  American  taxpayers  will  lose  $-100  million  in 
interest  payments,  is  that  correct  ? 

General  Dolvin.  That  is  not  clear. 

Senator  Levin.  Will  you  identify  yourself  for  the  record  ? 

Mr.  Duncan.  This  is  General  Dolvin,  my  staff  man  on  the  Panama 
Canal  issue. 

General  Dolvin.  The  bill  you  are  considering  does  not  have  that  $20 
million. 

Senator  Byrd.  I  understand  it  does  not.  That  is  what  I  am  com- 
plaining about. 

The  fact  is  that  the  American  taxpayers,  without  the  treaty,  would 
have  received  $20  million  a  year  for  20  years,  totaling  $100  million. 
They  will  not  receive  that  as  a  result  of  the  treaty.  Is  that  correct  ? 

General  Dolvin.  It  is  a  matter  of  how  the  legislation  comes  out,  sir. 

Senator  Byrd.  As  of  today,  they  will  not  receive  that.  Is  that  cor- 
rect? 

General  Dolvin.  As  of  today,  that  is  correct. 

Senator  Byrd.  That  is  $400  million  that  the  American  taxpayers 
will  not  receive  as  a  result  of  the  treaties  which  were  passed  last  year  ? 

Mr,  Duncan.  There  is  one  other  major  variable,  if  I  may  mention 
it.  Senator.  That  is  the  revenues.  You  do  not  know  precisely  what  toll 
levels  will  be. 

Senator  Byrd.  We  know  what  the  American  taxpayers  have  re- 
ceived in  the  past.  We  do  not  want  to  mislead  the  American  taxpayers 
They  were  m.isled  enough  last  year.  They  were  misled  by  the  Govern- 
ment last  year. 

Let's  pin  this  down  here.  Is  it  not  a  fact  tliat  the  American  taxpayers 
will  lose  the  interest  payments  of  $400  million  over  20  years  as  a  result 
of  the  treaty,  as  the  matter  now  stands  at  this  moment  ? 

Mr.  Duncan.  As  matters  stand  at  this  moment,  they  will  not  get 
those  interest  payments. 

Senator  Byrd.  Thank  you. 

Mr,  Secretary,  did  the  Defense  Department  support  or  oppose  the 
Murphy  bill  wlien  it  came  before  the  House  of  Ropresentatives  ? 

Mr.  Duncan.  When  it  first  came,  we  thought  the  bill  was  too  restric- 
tive and  did  not  give  us  adequate  flexibility.  We  think  the  bill  now  be- 
fore the  Senate,  the  bill  that  the  Senate  is  considering,  is  a  more  de- 
sirable piece  of  legislation. 

Senator  B-vt.d,  I  ask  again  tlie  qnestio)! :  Did  the  Defense  Depart- 
ment suDDort  or  oppose  the  Murphy  bill  when  it  came  before  the 
House  of  Representatives  ? 

General  Dolvin.  Senator  Byrd,  they  did. 

Senator  Bii-rd.  Did  what  ? 

General  Dolvin.  Defense  sunported  the  Murphy  bill,  but  made  it 
clear  that  some  parts  of  it  would  be  a  problem. 

Senator  Byrd.  Am  I  correct.  General,  in  understanding  your  repl}' 
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that  the  Defense  Department  did  support  the  Murphy  bill  when  it 
came  to  a  vote  in  the  House  of  Kepresentatives  ? 

Mr.  Duncan.  But  with  reservations. 

Senator  By]rd.  But  you  supported  it. 

ilr.  Duncan.  With  very  serious  reservations. 

Senator  Btrd.  I  am  going  to  ask  again.  Did  the  Defense  Depart- 
ment support  it,  or  did  it  oppose  it  ? 

Mr,  Duncan.  It  supported  it,  with  reservations. 

Senator  Byed.  I  am  going  to  ask  the  same  question  of  Mr.  Chris- 
topher. 

Mr.  Duncan.  Senator,  may  I  interrupt  you,  please,  sir?  _ 

I  am  very  sorry.  I  have  another  hearing  at  10  a.m.  which  I  had 
arranged  with  the  chairman.  I  have  got  to  excuse  myself  to  go  to  a 
House  hearing.  I  had  worked  this  out  with  the  staff  and  Senator 
Levin  previously.  I  am  very  apologetic  to  leave  you  when  I  loiow 
you  are  on  a  very  serious  thought. 

Senator  Byed.  That  is  all  right. 

Senator  Levin.  We  will  excuse  you  at  this  time,  with  the  under- 
standing that  if  necessary  we  can  get  you  back. 

Mr,  Duncan.  Thank  you,  Mr.  Chairman. 

Senator  Btrd,  On  the  same  subject,  I  would  like  to  ask  the  State 
Department,  Secretary  Christopher,  did  the  State  Department  sup- 
port or  oppose  the  Murphy  bill  when  it  came  before  the  House  of 
Eepresentatives  ? 
_  Mr,  Christopher.  Senator  Byrd,  as  you  know,  the  administra- 
tion  

Senator  Btrd,  I  know  what  the  administration  bill  did,  I  want  to 
know  what  you  did  with  regard  to  the  Murphy  bill. 

Mr.  Christopher,  Senator,  in  connection  with  final  passage,  the 
State  Department  supported  the  bill  as  it  was  then  before  the  House 
of  Representatives.  Although  we  expressed  concern  about  a  number 
of  its  provisions,  we  did  encourage  the  House  to  pass  the  bill  that  was 
before  it  at  that  time. 

Senator  Btrd.  That  is  good. 

The  State  Department — I  want  to  get  this  straight,  now — the  State 
Department  did  encourage  the  House  of  Representatives  to  pass  the 
Murphy  bill  ? 

Mr.  Christoppier.  Yes,  sir.  We  made  it  clear  at  the  time  of  passage 
that  we  felt  there  were  provisions  in  the  bill  that  were  undesirable  ; 
nonetheless,  given  the  legislative  situation,  we  thought,  on  balance, 
that  it  was  our  role  and  duty  to  encourage  the  House  to  enact  the 
bill. 

Senator  Btrd.  Wliat  is  your  estimate  as  to  the  cost  to  the  American 
taxpayers  of  the  treaties  which  were  adopted  last  year? 

Mr.  Christopher,  I  do  not  have  any  different  view  from  that  put 
forward  by  Deputy  Secretary  Duncan,  I  do  want  to  stress,  however. 
Senator  Byrd,  that  the  sums  that  are  expended  within  that  $870 
million  are  funds  that  are  being  expended  to  serve  the  interests  of  the 
United  States. 

If  the  Congress  decides  in  its  wisdom  that  those  funds  should  not 
be  expended,  then  thev  will  not  be  expended. 

These  are  simply  the  best  estimates  available  to  us  now. 
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Senator  Byrd.  Giving  away  the  Panama  Canal  was  done,  according 
to  the  State  Department,  serving  the  best  interests  of  the  United 
States? 

Mr.  Christopher.  We  thought  the  treaties  were  in  the  best  interests 
of  the  United  States,  Senator.  However,  the  $870  million  did  not  arise 
from  the  treaties.  That  figure  arises  from  the  Department  of  De- 
fense estimates  as  to  what  expenditures  will  be  required  over  the  next 
22  years  to  protect  our  interests  in  the  canal. 

Senator  Byrd.  What  is  your  position  on  the  $400  million  that  is 
owed  the  American  taxpayers  for  interest  over  the  next  20  years? 

]Mr.  Christopher.  First,  Senator,  let  me  point  out  that  that  is  a 
statutory  issue,  not  a  treaty  issue. 

In  1951  Congress  decided  to  require  a  payment  of  interest.  There 
was  discussion  of  this  subject  last  year,  when  the  treaties  were  ap- 
proved, and  I  think  there  was  an  assumption  at  that  time  that  those 
interest  payments  would  not  be  required  in  the  future. 

Senator  Byrd.  I  am  asking  the  State  Department's  view  on  that 
right  now.  Does  the  State  Department  feel  tliat  those  interest  pay- 
ments should  be  made,  or  shoukl  not  be  made  ? 

]\Ir.  Christopher.  The  State  Department  feels  that  those  interest 
payments  should  not  be  made. 

I  emphasize,  however,  that  this  is  a  congressional  issue.  Congress 
will  have  to  determine  whether  or  not  those  payments  should  be  made. 

If  the  jDayments  are  made,  it  will  result  in  an  increase  in  tolls  and 
an  increase  in  costs  to  U.S.  shippers  and  others  using  the  canal. 

Senator  Byrd.  In  either  case,  the  Americans  lose.  If  you  increased 
the  tolls  by  20  percent,  according  to  your  testimony — that  adds  to  the 
cost  of  living  to  the  American  people.  If  you  eliminate  that  $400  mil- 
lion that  the  American  people  would  get  liad  the  treaty  not  been  rati- 
fied, the  American  taxpayers  lose  the  $400  million. 

The  American  people  lose  in  either  case. 

Mr.  Christopher.  Yes,  Senator,  Congress  will  have  to  choose 
w^iether  they  desire  to  have  the  interest  payments  continue  or  whether 
they  would  prefer  to  have  lower  tolls. 

Senator  Levin.  Senator  Byrd,  your  10  minutes  have  run.  Senator 
Wai'ner  ? 

Senator  Warner.  Thank  you  very  much,  Mr.  Chairman. 

While  we  do  not  have  the  treaty,  it  is  inherent  to  the  issues  of  man- 
agement in  all  of  these  issues — the  Senate  as  well  as  the  House  has 
to  take  into  consideration  the  broad  coverage  of  linkage. 

We  observed  with  interest  how  the  House  probed  the  alleged  rela- 
tionship between  the  Panamanian  Government  and  the  support  of 
the  Sandinista  guerrillas.  Would  you  comment  on  that,  Mr.  Christo- 
l^her,  and  if  some  of  your  comments  involve  classified  material,  I  hope 
that  you  would  assume  the  responsibility  to  inform  the  committee. 

Mr.  Christopher.  Senator  Warner,  there  is  no  doubt  that  public 
opinion  in  Panama,  as  in  a  number  of  other  Latin  American  coun- 
tries, is  generally  opposed  to  President  Somoza  of  Nicaragua.  The 
recent  OAS  meeting  emphasized  how  strong  and  widespread  that  feel- 
ing is,  not  only  in  Panama,  but  throughout  Latin  America. 

As  you  know.  Senator  Warner,  a  brigade  of  volunteers  was  formed 
in  Panama,  which  Avas  intended  to  support  the  Sandinistas  in  Xicara- 
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gua.  In  fact,  however,  that  vohmteer  brigade  remained  in  Panama 
and  never  went  to  Nicaragua.  While  the  brigade  did  receive  training 
and  logistical  support,  and  while  some  50  men  probably  went  from 
Panama  to  Nicaragua  and  joined  with  the  forces  there,  the  brigade 
itself  did  not  leave  Panama. 

In  addition  it  is  our  understanding  that  Panama  has  granted  ref- 
uge to  Sandinistas  who  were  expelled  from  other  countries,  and  we 
have  reports  that  Panama  has  been  a  transit  point  for  Sandinistas 
returning  to  Nicaragua  from  other  countries  in  the  region. 

I  think  it  would  also  be  accurate  to  say  that  a  limited  amount  of 
material,  and  possibly  some  weapons,  have  been  provided  through 
Panama  to  the  Sandinistas  in  Nicaragua.  Having  said  that,  how- 
ever, I  want  to  stress  that  this  issue  does  not  affect,  or  should  not  affect, 
this  legislation.  This  issue  is  simply  not  relevant  to  the  purposes  of 
the  legislation  now  before  the  committee. 

We  are  here  trying  to  formulate  legislation  to  enable  us  to  carry 
out  efficiently  the  law  of  the  land  as  reflected  in  the  treaties. 

Senator  Levin,  in  light  of  the  comments  of  Senator  Byrd  and  other 
members  of  the  committee,  I  would  be  happj^  to  place  my  statement 
in  the  record  and  to  make  myself  available  for  the  committee's  ques- 
tions rather  than  taking  the  time  to  read  my  statement. 

Would  that  be  your  preference.  Senator? 

Senator  Levin.  Let  us  continue  to  proceed  with  the  questions. 

Senator  Warner.  Let  me  press  on  one  further  issue.  It  is  your 
judgment  that  this  question  of  linkage  is  irrelevant  to  the  issues 
before  the  Congress  today,  and  I  assume  that  will  cover  also  any 
classified  material  that  either  the  Department  of  State  or  the  De- 
partment of  Defense  has  and  therefore  it  is  not  necessary  for  you 
to  be  forthcoming  with  additional  information  ? 

Mr.  Christopher.  Senator,  we  will  certainly  pro\dde  whatever 
information  you  specifically  request.  If  you  wish  to  submit  particu- 
lar questions,  we  will  provide  information  on  a  classified  basis. 

Senator  Warner.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Senator  Levin.  Senator  Jepsen  ? 

Senator  Jepsen.  Secretary  Christopher,  would  you  characterize, 
please,  for  this  committee  the  Panamanian-Cuban  relations  in  the 
last  year ;  that  is,  have  the^?^,  in  fact,  improved  since  the  treaties  were 
signed  ? 

Mr.  Christopher.  Senator,  I  did  not  hear  your  question.  Did  you 
say  Panamanian-Cuban  relations  or  Panamanian-United  States 
relations  ? 

Senator  Jepsen.  Cuban.  The  Panamanian-Cuban  relationships  in 
the  last  year;  have  they,  in  fact,  improved  since  the  treaties  have 
been  signed  ? 

Mr.  Christopher.  I  do  not  perceive  any  differences  in  Panamanian- 
Cuban  relations  between  that  period  and  the  present.  There  has,  of 
coui'se,  been  a  major  change  in  the  Panamanian  system.  Panama  now 
has  a  new  government,  a  new  president,  and  new  political  ground 
rules.  I  do  not,  however,  perceive  any  difference  in  the  relationships 
between  Panama  and  Cuba  during  the  course  of  the  last  year. 

Senator  Jepsen.  Are  you  aware  of — and  I  am  asking  a  question  that 
I  do  not  necessarily  know  the  answer — are  you  aware  of  any  rather 
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extensive  construction  and  so  on  taking  place  in  Panama  now  in  an- 
ticipation of  the  influx  of  Cuban  people,  personnel,  business,  military, 
ambassadorial,  by  rather  substantial  numbers  ? 

Mr.  Christopher.  I  am  not  aware  of  that,  Senator.  Perhaps  you 
should  direct  your  question  to  my  colleagues  from  the  Defense  Depart- 
ment, vrho  may  be  more  closely  aware  of  developments  in  Panama. 

Senator  Jepsen.  One  last  question  before  we  do  that.  Just  for  the 
record,  do  you  know,  is  the  Secretary  of  State  going  to  recommend  in 
the  immediate  future,  once  these  treaties  are  dispensed  with  and  dis- 
X^osed  of  here  in  the  Congress,  do  you  have  any  plans  at  this  point  that 
you  know  of  to  give  away  any  of  our  bases  or  anything  we  have  in 
Guantanamo  or  Cuba  or  anywhere  ? 

Mr.  Christopher.  We  have  no  plans  to  that  effect.  Senator. 

Senator  Jepsen.  To  your  knowledge,  at  this  time  ? 

Mr.  Christopher.  To  my  laiowledge,  we  have  no  plans  to  that  effect. 

Senator  Jepsen.  That  is  all. 

Senator  Levin.  Senator  Plumphrey  ? 

Senator  Humphrey.  Secretary  Christopher,  high-ranking  members 
■of  the  administration  swore  up  and  down  all  during  the  consideration 
of  the  Panama  Canal  treaties  that  it  would  not  result  in  any  additional 
burden  on  the  American  taxpayer.  Why  was  the  truth  not  told?  It 
could  well  have  made  a  big  difference  in  the  Senate  vote  on  those 
treaties. 

Mr.  Christopher.  Senator  Humphrey,  that  question  has  come  up 
frequently,  and  with  your  indulgence,  I  would  like  to  have  an  oppor- 
tunity to  reply  to  it. 

There  is  no  doubt  that,  during  the  course  of  the  debates  on  the 
Panama  Canal  Treaty,  it  was  stated  that  no  payments  would  be  made 
from  the  U.S.  Treasuiy  to  the  Government  of  Panama  for  the  use 
of  its  territory,  and  that  such  payments  would  come  entirely  out  of 
canal  revenues. 

That  point  was  made  in  public  statements  by  the  Secretary  of  State 
and  others.  Some  of  these  statements  have  been  attributed  to  me. 

From  the  start  of  the  debate,  we  attempted  to  make  the  record  as 
clear  as  we  could  on  that  subject;  namely,  that  payments  to  Panama 
would  not  come  out  of  the  U.S.  Treasury. 

On  the  other  hand,  it  has  always  been  clear — at  least  in  my  mind — 
that  the  United  States  would  have  to  spend  funds  to  continue  to 
exercise  its  defense  responsibilities  in  Panama  between  now  and  the 
year  2000. 

The  $870  million  estimates  we  have  been  discussing  are  not  pay- 
ments to  Panama  but  are  instead  expenditures  that  the  Ujiited  States 
will  have  to  make  primarily  for  its  military  installations  and  its  mili- 
tary personnel. 

I  believe  that  the  statements  we  made  last  year  were  substantially 
correct.  As  I  said,  the  funds  to  be  expended  by  the  United  States  over 
the  next  21  or  22  3^ears  are  funds  that  would  be  expended  to  serve  our 
own  interests. 

Senator  Humphrey.  We  all  understand  the  distinction  today,  but 
I  am  afraid  the  distinction  was  not  made  very  clearly  a  year  ago.  I 
would  quote  from  your  statement  of  your  superior.  Secretary  Vance, 
who  said,  "The  treaties  require  no  new  appropriations,  nor  will  they 
add  to  the  burden  of  the  American  taxpayer." 
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This  $800  million — if  that  is  what  it  is,  and  probably  it  is  a  great 
deal  more — is  probably  going  to  add  to  the  burden  of  the  taxpayer 
unless  someone  can  figure  out  where  to  find  that  money  growing  on  a 
tree  somewhere. 

I  just  think  the  administration  did  not  deal  honestly  with  the  Ameri- 
can people  on  this  issue.  If  they  made  that  distinction,  they  did  so  in 
a  very  faint  voice,  and  it  was  overlooked. 

I  think  that  is  highly  regrettable. 

I  have  no  further  questions  at  this  time,  INIr.  Chairman. 

Mr.  Christopher.  Senator  Humphrey,  I  do  not  want  to  prolong 
this  discussion,  but  I  have  to  say  that  we  did  make  that  distinction, 
and  we  did  so  not  only  in  a  quiet  voice,  but  in  writing.  While  the  esti- 
mates were  somewhat  lower  last  year,  there  was  a  letter  from  Secretary 
Brown,  Secretary  Vance,  and  Secretary  Alexander  indicating  that  an 
estimated  $350  million  would  have  to  be  paid  by  the  United  States  to 
fulfill  its  responsibilities  in  the  canal. 

That  was  never  hidden  from  the  Senate  or  from  the  American 
people.  Moreover,  I  do  not  regard  the  $870  million  as  being  on  the  low 
side — we  think  it  is  on  the  high  side. 

The  point  I  would  like  to  stress  is  that  it  will  be  entirely  v/ithin  the 
competence  of  Congress  to  determine  whether  that  figure  is  $870  mil- 
lion or  some  other  figure.  The  Congress  will  have  to  appropriate  the 
funds  on  an  annual  basis  to  serve  the  interests  of  the  United  States. 

Senator  Humphrey.  Thank  you. 

Senator  Levin.  Senator  Jepsen  ? 

Senator  Jepsen.  For  the  record,  may  I  also  state  that  had  I  been  in 
the  Senate  last  year  I  would  not  have  voted  for  the  Panama  Canal 
treaties.  I  would  like  that  as  a  matter  of  record,  as  the  Senator  from 
Nebraska  stated. 

Senator  Levin.  Before  I  ask  you  some  questions,  I  want  to  circulate 
a  chart  that  we  prepared  which  is  intended  to  be  helpful — hopefully 
it  is  accurate — relative  to  the  cost  questions.  I  wonder  if  we  could 
circulate  those  to  the  Senators  now,  and  to  the  folks  at  the  table. 

Would  those  at  the  table  who  have  not  identified  themselves  for  the 
record  do  that  now  ? 

Mr.  Blfmenfeld.  I  am  Michael  Blumenfeld,  Assistant  Secretary  of 
the  Arm.y  for  Civil  Works. 

Mr.  Popper.  I  am  David  Popper,  representative  of  the  Secretary  of 
State  for  Panama  Treaty  Affairs. 

Senator  Byrd.  Mr.  Chairman  ? 

Senator  Levin.  Senator  Byrd  ? 

Senator  Byrd.  I  have  to  go  to  the  Senate.  I  am  involved  in  this  bill. 
I  wonder  if  I  could  have  about  3  or  4  minutes  before  doing  that. 

Senator  Levin.  Yes. 

Senator  Byrd.  Thank  you  verv  much. 

I  want  to  clarify  a  point,  Mr.  Christopher.  On  page  8  of  your 
statement,  you  say  under  the  administration  bill  the  payment  to 
Panama  would  require  a  total  increase  in  the  neighborhood  of  15 
percent.  So.  with  or  without  the  waiving  of  the  $400  million  in  interest 
payments,  there  will  be  an  increase  in  tolls  of  somewhere  around  15 
percent.  Is  that  correct  ? 
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Mr.  Christopher.  Yes,  Senator.  It  was  understood  during  the  de- 
bate last  year  that  there  would  be  an  increase  in  tolls.  Many  estimated 
that  the  increase  Avould  be  higher  than  15  percent.  We  now  estimate 
that  the  increase  will  be  between  15  and  20  percent.  Our  present  esti- 
mate is  19  percent. 

Senator  Byrd.  Nineteen  percent. 

This  page  8  of  this  statement  that  I  have  says  15  percent,  but  it  is 
19  percent? 

Mr.  Christopher.  Yes,  sir. 

Senator  Byrd.  I  am  glad  to  have  that  clarification. 

That  has  nothing  to  do  with  waiving  the  interest  payments  ? 

Mr.  Christopher.  No,  sir;  that  is  on  the  assumption  that  the  interest 
payments  will  be  waived. 

Senator  Byrd.  On  the  assumption  that  the  interest  payments  will 
be  waived  ? 

Mr.  Christopher.  Well 

Senator  Byrd.  Have  you  changed  the  15  percent  on  page  8? 

Mr.  Christopher.  Yes,  sir.  On  the  basis  of  the  latest  traffic  figures 
we  have,  we  think  a  toll  increase  in  the  neighborhood  of  19  percent 
would  be  required.  I  apologize.  Senator,  if  you  have  an  earlier  version 
of  my  statement. 

Senator  Byrd.  Nineteen  percent. 

In  any  case,  to  hold  the  increase  in  this  level,  namely  19  percent — 
I  am  quoting  from  page  9 — to  hold  the  increase  of  19  percent,  the 
administration  had  planned  to  terminate  the  annual  payment  and,  if 
the  payment  is  not  terminated,  then  that  means  an  additional  5  per- 
cent. Is  that  correct  ? 

Mr.  Christopher.  If  the  payments  are  not  terminated,  we  think 
that  the  increase  would  exceed  25  percent:  that  is,  an  additional  5 
percent  increase  in  the  tolls. 

Senator  Byrd.  Another  5  percent. 

But  in  any  case,  there  is  an  increase  of  19  percent  that  you  foresee- 
in  tolls ;  right  ? 

INIr.  Christopher.  Yes,  Senator.  That  increase  is  necessary  to  make 
the  payments  to  Panama  that  are  called  for  under  the  treaties. 

Senator  Byrd.  Correct. 

If  the  American  people  forego  the  $100  million  that  the  iVmerican 
people  are  entitled  to  in  interest  payments,  tlien  it  would  be  an  addi- 
tional 5  percent,  roughly,  increase  in  tolls  ? 

Mr.  Christopher.  Yes;  without  the  interest  payment,  the  tolls 
would  be  approximately  5  percent  lower.  That  is  our  best  estimate. 

You  undei'stand  that  these  estimates  have  to  be  based  upon  esti- 
mates of  traffic. 

Senator  Byrd.  I  understand  estimates.  T  understand  that  every 
administration  usually  gives  estimates  on  the  low  side  to  conform 
v.-ith  whatever  position  that  the  administration  takes.  I  am  not 
speaking  of  the  Carter  administration  alone.  I  am  speaking  of  all 
administrations. 

So  the  American  consimier  is  going  to  pay  a  big  price,  in  any  case. 

Mr.  (yiiRTSTOPiiER.  Yes. 

Senator  Byrd.  Thank  you. 

I  would  like  to  ask  the  General  one  question,  and  I  am  through. 
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General,  as  I  understood  the  Secretary  of  Defense,  $72.9  million 
-v\-ill  be  spent  on  facilities  in  Panama  which,  at  the  year  2000,  will  be 
turned  over  to  Panama.  Is  that  correct  ? 

General  Dolvix.  Senator  Byrd,  the  figure  is  correct,  but  this  money 
is  not  for  new  facilities.  Where  we  are  moving  from  one  military 
installation  to  another,  we  need  to  modify  facilities  to  accommodate 
the  new  tenant. 

Senator  Byrd.  "Why  are  you  moving? 
General  Dolvin.  Because  the  treaty  stipulates  it. 
Senator  i-^YKn.  That  is  right. 

(reneral  Dolvin.  Part  of  these  installations  go  to  Panama. 
Senator  Bykd.  Because  of  the  treaty.  Thank  you. 
Thank  you,  Mr.  Chaii'man. 

Senator  Levix.  Let  me  turn  your  attention  to  this  chart  which  we 
prepared  to  help  us  put  some  of  the  historical  figures  here  in  context. 
The  first  column  on  that  chart  was  the  adjninistration's  estimate  of 
the  cost  of  implementation  of  the  treaty  which  was  made  in  the  letter 
sent  by  Secretary  Brown  to  the  Senate  on  February  10,  1978.  That 
letter  estimated  a  cost  of  $200  million  for  Department  of  Defense 
imi^lementation;  $150  million  for  early  retirement;  a  total  there  of 
$350  million.  Is  that  correct? 

That  was  the  $'350  million  figure  that  j'ou  mentioned  ? 
Could  we  have  a  response  into  the  mike  so  that  the  reporter  can 
get  it  ? 

]Mr.  Christopiiep.  Senator  I^vin,  that  is  correct.  These  figures  are 
basically  Department  of  Defense  estimates. 

Senator  Levix.  Let  me  ask  the  representative  from  the  Department. 
^dv.  Blumexfeld.  That  is  correct. 

Senator  Levix.  The  next  figure  was  not  considered  a  cost  of  imple- 
mentation. That  is  a  foregone  interest  payment  because  the  adminis- 
tration does  not  consider  the  loss  of  the  interest  payment  as  a  cost  to 
the  Treasury.  Is  that  right  ? 

Mr.  Blumex'feld.  That  is  correct. 

Senator  Levix^.  The  $350  million  figure  is  made  up  of  the  first  two 
figures  you  have  there.  The  Senate  Armed  Services  Committee  on 
February  23.  1978,  estimated  the  total  cost  of  implementation  at  $1.21 
billion.  That  is  colunm  2,  and  the  component  parts  of  that  figure 
are  shown  in  that  column. 

I  am  not  askino'  for  a  comment  on  it.  You  may  not  be  familiar  with  it. 
The  Senate  Budget  Committee  estimate  on  February  28,  1978,  is 
in  column  3.  It  shows  an  implementation  of  costs  of  $712  to  $720  bil- 
lion. It  includes  the  foregone  interest  payment,  I  may  say — and  so 
does  the  Armed  Services  Committee  estimate  which  was  in  column  2. 
Now,  let's  come  down  to  your  present  estimate  of  costs,  column  4, 
the  administration  estimate  of  March  29,  1979.  You  have  mentioned 
tlie  $750  million  figure,  the  early  retirement  of  the  $205  million.  Is 
that  a  possibility  of  coming  out  of  the  tolls  right  away? 

]\[r.  Blumexfeld.  It  depends  on  what  Congress  chooses  to  do. 
Senator  Levix.  Did  the  ]\Iurphy  bill  take  the  $205  million  out  of 
the  tolls  ? 

Mr.  Blumexfeld.  The  Murphy  bill  takes  the  cost  of  early  retire- 
ment out  of  tolls. 
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Senator  Levhst.  The  foregone  interest  payment  is  left  blank  there 
because  in  the  Murphy  bill,  if  I  am  correct — let  me  repeat — the  ad- 
ministration does  not  consider  that  a  cost  of  treaty  implementation 
so  that  is  left  blank  in  column  4. 

The  total  now  in  column  4,  your  present  total,  is  $874  million.  I& 
that  correct  ? 

Mr.  Blumenfeld.  I  have  $870.7  million.  I  have  not  tracked  the  $874 
million. 

Senator  Levin.  $870.7  million  ? 

Mr.  Blumenteld.  That  is  correct. 

Senator  Levin.  The  fifth  and  sixth  columns,  the  GAO  estimates 
in  June  and  the  estimate  of  Congressman  Murphy's  committee  based 
on  the  implementation  costs  of  his  bill. 

I  want  to  get  back  to  the  $400  million  loss  of  interest  figure.  You 
were  asked  whether  or  not,  as  of  today,  that  that  is  a  loss  to  the 
American  treasury.  Your  answer  was  yes,  I  believe. 

Mr.  Blumenfeld.  It  is  a  revenue  foregone  by  the  Treasury. 

Senator  Le^^n.  In  the  House  bill,  that  revenue  is  recouped  through 
an  increase  in  the  toll.  Is  that  correct  ? 

Mr.  Blumenfeld.  That  is  correct. 

Senator  Levin.  That  payment  would  be  made  to  the  Treasury  ? 

Mr.  Blumenfeld.  That  is  correct. 

Senator  Levin.  That  is  the  reason,  for  those  who  are  following  this 
chart,  that  in  the  last  column  where  you  see  footnote  11  there  is  no 
reference  to  foregone  interest  payment  because  the  House  bill  has 
interest  payment  coming  into  the  Treasury  through  a  toll  increase. 

At  the  time  that  the  interest  payment  was  required,  back  in  1950, 
approsimatelj^,  was  there  not  a  transfer  of  assets  to  a  separate  entity 
or  corporation  ? 

Mr.  Blumenfeld.  There  was. 

Senator  Levin.  Prior  to  that  time,  was  there  an  interest  payment? 

Mr.  Blumenfeld.  No,  sir,  none  that  can  be  identified. 

Senator  Levin.  Was  the  reason  for  that  interest  payment  essentially 
because  of  that  transfer  to  a  private  entity  ?  Did  that  relate  in  some 
way  to  the  beginning  of  this  interest  payment  ? 

Mr.  Blumenfeld.  Sir,  if  I  may,  you  will  be  hearing  this  afternoon 
from  Governor  Parfitt  who  is  more  familiar  with  the  1950  action,  and 
I  would  expect  you  would  get  a  more  knowledgeable  answer  from  him 
this  afternoon. 

Senator  Levin.  The  administration  bill,  the  one  before  us,  repeals 
sections  34  and  35  of  title  II  of  the  Panama  Canal  Zone  Code  which 
deals  with  the  authority  of  the  President  and  of  the  Governor  of  the 
Canal  Zone  over  certain  military  activities  within  the  Canal  Zone. 

Under  your  bill,  you  repeal  these  provisions.  You  rely,  instead,  on  a 
treaty  provision,  other  than  the  defense  of  the  canal.  My  answer,  from 
an  operational  point  of  view,  would  you  in  Defense  at  all  be  hampered 
by  tlie  absence  of  this  statutory  authority  ? 

Mr.  Blumenfeld.  I  do  not  think  so. 

General  Dolvin  ? 

General  Dolvin.  That  is  correct.  Wo  do  not  think  that  it  would 
hamper  the  defense  of  the  canal.  Again,  the  general  will  testify  this 
afternoon  with  the  answers. 
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Senator  Levin.  Would  the  President,  as  Commander  in  Chief,  be 
permitted  to  exercise  the  same  authority  to  defend  the  canal  without 
the  explicit  language  now  in  the  existing  law  ? 

General  Dolvin.  I  would  not  say  the  precise  same  thing,  Senator 
Levin,  but  certainly  adequately.  The  Defense  Department  is  happy 
with  the  bill  as  originally  written.  In  the  House,  during  questions  by 
]Mr.  Murphy,  an  ex-military  man,  the  questions  came  up  on  the  unity 
of  command. 

DOD  considers  that  there  is  unity  of  command.  It  apparently  is 
the  President's  decision  that  DOD  will  operate  the  canal  acting 
through  the  Secretary  of  the  Army.  The  Secretary  of  Defense  is  in  the 
direct  chain  of  command  from  the  President  to  General  McAuliffe, 
the  commander  in  Panama. 

In  time  of  war,  he  has  all  the  authority,  in  our  judgment,  that  he 
needs  to  operate  and  defend  the  canal. 

He  could,  if  he  wanted  to,  appoint  a  military  man  as  the  adminis- 
trator. Wliether  he  will  choose  to  do  that  or  not  is  problematical. 

Certainly  we  think  that  the  bill,  as  written,  is  adequate  for  the 
defense  of  the  canal. 

Senator  Levin.  Would  direction  of  the  Commission  of  the  Board 
by  the  Secretary  of  Defense  or  by  any  other  U.S.  Government  official 
violate  the  letter  of  any  part  of  the  treaties  and  the  related  documents? 

First,  Mr.  Christopher  ? 

Mr.  Christopher.  As  you  know,  the  treaty  contemplates  a  nine-man 
board,  four  Panamanians  and  five  Americans.  The  United  States,  in 
the  contemplation  of  the  treaty,  would  exercise  its  authority  through 
its  majority  on  the  board. 

A  provision  of  the  bill  that  permitted  the  Secretary  of  Defense  to 
direct  the  board,  as  a  whole,  would  produce  the  rather  paradoxical 
situation  of  having  the  Secretary  of  Defense  giving  directions  to  the 
Panamanians  on  the  board  of  directors.  I  think  that  such  a  provision 
would  be  unfortunate  for  our  relations  with  the  Panamanians  and  in- 
consistent with  the  spirit  of  the  treaties. 

Senator  Levin.  Does  the  Defense  Department  want  to  comment 
any  further  on  that  point? 

Mr.  Bltjmenfeld.  The  President  has  in  mind  oversight  by  the 
Secretary  of  Defense  which  is  ample,  and  in  our  view,  both  for  the 
operation  and  as  General  Dolvin  said,  and  for  the  security  needs. 
I  would  agree  with  Secretary  Christopher. 

Senator  Le^in.  Is  it  your  position  that  you  oppose  any  provision 
which  could  give  the  Secretary  of  Defense  the  power  to  instruct  the 
board  how  to  vote,  or  to  control  the  operation  of  the  canal  directly, 
or  to  instruct  and  take  over  the  operation  of  the  Commission  ? 

Mr.  Blttimenfeld.  Yes,  sir.  We  think  it  is  unnecessary. 

We  would  see  the  Commission  board  members,  the  U.S.  membere, 
who  are  a  majority  on  the  board,  acting  to  coordinate  the  policy  guid- 
ance developed  in  Washington  under  the  overall  guidance  of  the 
Secretary  of  Defense.  It  would  not  be  necessary  to  have  that  directive 
lansfuage  in  there. 

Mr.  Christopher.  Senator  Levin,  let  me  make  clear  that  the  U.S. 
members  are,  in  the  contemplation  of  the  administration,  subject  to 
instruction  by  the  President,  and  if  he  should  so  delegate,  by  the  Sec- 
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retary  of  Defense.  The  United  States  would  thus  have  operating 
control,  through  our  majority  on  the  board  and  through  having  the 
administrator. 

There  is  no  objection  to  cohesiveness  within  the  U.S.  membership 
on  the  board;  the  only  objection  is  to  the  proposed  direction  of  the 
Panamanian  members  by  U.S.  officials. 

Senator  Levin.  Senator  Cohen? 

Senator  Cohen.  I  have  no  questions. 

Senator  Levin.  Mr.  Christopher,  I  think  it  would  be  well  if  we 
offered  you  an  opportunity  now  to  summarize  your  statement  and  then 
we  can  make  all  of  it  a  pait  of  the  record,  if  you  like.  Unless  some- 
body has  pressing  questions  at  this  time,  I  think  we  should  give  you 
that  chance. 

STATEMENT  OE  HON.  WARREN  M.  CHRISTOPHER,  DEPUTY  SECRE- 
TARY OE  STATE,  ACCOMPANIED  BY  HON.  DAVID  H.  POPPER, 
SPECIAL  REPRESENTATIVE  OF  THE  SECRETARY  OF  STATE  FOR 
PANAMA  TREATY  AFFAIRS 

]Mr.  Christopher.  Thank  you,  Senator  Levin.  I  would  like  to  be  veiy 
brief  and  would,  with  your  permission,  ask  that  my  entire  statement 
be  put  in  the  record. 

First,  let  me  indicate  our  appreciation  to  Chairman  Stennis  for  intro- 
ducing the  administration  bill  and  our  ap})reciation  to  you,  Senator 
Levin,  for  accepting  his  request  that  you  become  especially  familiar 
Avith  these  matters  and  take  a  role  in  these  hearings. 

We  also  appreciate  the  committee's  cooperation  in  scheduling 
tlipse  hearings  so  promptly  following  the  action  by  the  House  of 
lie  present  at  i  ves. 

I^t  me  make  just  a  fcAv  remarks  on  the  overall  spirit  of  the  treaties, 
and  of  this  legislation.  Mr.  Chairman,  the  Panama  Canal  treaties  were 
negotiated  between  the  Tiiited  States  and  Panama  on  the  basis  of 
equality  and  fairness.  The  treaties  were  carefully  designed  to  satisfy 
the  basic  requirements  of  both  signatories.  It  is  important  that  the 
element  of  mutual  accommodation  for  the  common  advantage  of  both 
countries  be  preserved  in  the  legislation,  not  out  of  altruism,  but  out  of 
our  own  national  self -intei'est. 

Faithful  compliance  with  the  spirit,  as  well  as  the  letter  of  the 
treaties,  promises  friendly  cooperation  between  our  two  countries  in 
maintaining  a  secure  and  efficient  canal  operation. 

I  think  any  unwarranted  legislative  tilt  in  our  direction,  at  the  ex- 
pense of  Panama,  could  injure  that  cooperation  and  revive  past  an- 
tagonisms that  we  were  trying  to  put  behind  us  in  connection  with  the 
trenties  themselves. 

More  than  that,  if  such  action  were  taken,  it  could  cast  doubt  on  the 
reliability  of  this  country's  pledged  word.  I  nrge  the  committoe  to 
insure  that  the  bill  it  i-eports  to  the  Senate  is  fully  consonant  with  the 
treaties. 

Such  legislation  will  contribute  directly  to  the  security,  continuity 
and  efficiency  of  canal  operations.  It  will  provide  a  sound,  modei-n 
framework  for  the  effective  exercise  of  the  substantial  rights  the 
treaties  accord  to  the  United  States.  Moreover,  the  legislation,  like  the 
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treaties  themselves,  will  contribute  to  the  improvement  of  our  relations 
throughout  the  Western  Hemisphere,  and  will  help  to  replace  long- 
standing antagonisms  and  suspicion  with  a  spirit  of  partnership  and 
trust. 

With  a  constructive  approach  of  this  nature,  I  am  confident  that  we 
can  look  forward  to  a  new  and  highly  satisfying  era  in  the  peacefid 
and  efficient  use  of  the  canal,  for  the  benefit  not  only  of  the  United 
States  and  Panama,  but  of  world  commerce. 

In  closing,  Mr.  Chairman,  I  would  note  that  the  treaties  enter  into 
force  in  less  than  100  days.  Time  is  short,  and  the  legislation  has  al- 
ready been  substantially  delayed.  Those  charged  with  the  operation 
and  defense  of  the  canal  need  the  legislative  tools  to  carry  out  their 
responsibilities.  If  congressional  action  is  not  promptly  completed,  the 
consequences  could  be  serious. 

Leadtime  is  required  to  make  the  personnel  arrangements  which  will 
keep  the  work  force  on  the  job;  to  establish  the  Panama  Canal  Com- 
mission and  prepare  it  for  operations  under  the  canal  treaty ;  and  to 
provide  the  basis  for  determining  the  level  of  canal  tolls  and  for  estab- 
lishing the  financial  criteria  for  canal  operations. 

With  sufficient  time  to  carry  out  these  tasks,  the  canal  should  con- 
tinue to  provide  efficient  service  to  shippers,  without  apparent  appreci- 
able change.  But  if  they  are  not  accomplished  by  October  1,  the  pros- 
pects for  confusion  and  unsettlement  will  markedly  increase,  and  the 
continuity  of  canal  operations  will  be  endangered. 

That  is  why  we  are  so  appreciative  to  the  chairman  and  all  the  mem- 
bers of  the  committee  for  taking  this  time,  in  a  difficult  week,  to  com- 
mence these  hearings  so  soon  after  the  House  has  finished  its  action. 
I  have  no  doubt,  Mr.  Chairman,  that  the  committee  will  do  its  utmost 
to  shape  an  effective  law  to  carry  out  the  treaties. 

Thank  you. 

[The  prepared  statement  of  Warren  Christopher  follows :] 

Prepared   Statement  By  Deputy   Secretary  of  State  Warren  Christopher 

I  am  happy  to  meet  with  you  today  at  the  opening  of  this  committee's  hearings 
on  S.  1024,  a  bill  designed,  to  implement  the  Panama  Canal  Treaty  of  1977  and 
related  agreements. 

We  appreciate  Chairman  Stennis'  cooperation  in  introducing  the  bill  prepared 
by  the  administration.  We  particularly  appreciate  the  committee's  cooperation  in 
scheduling  these  hearings  so  promptly,  following  action  by  the  House  of  Repre- 
sentatives last  week  on  its  version  of  the  implementing  legislation. 

The  legislation  you  are  considering  will  forge  the  major  remaining  link  in  a 
chain  of  events  which  began  15  years  ago.  It  will  enable  the  United  States,  in  co- 
operation with  Panama,  to  put  into  effect  new  arrangements  for  the  operation 
and  defense  of  the  Panama  Canal,  in  accordance  with  the  treaties  ratified  last 
year. 

On  October  1  of  this  year  the  New  Panama  treaties  will  enter  into  force,  and 
our  past  treaty  arrangements  with  Panama  will  lapse.  The  legislation  we  have 
recommended  to  the  Senate  would  protect  our  rights  under  the  treaties  and  per- 
mit the  United  States  to  operate  and  defend  the  Canal,  in  partnership  with  Pan- 
ama, until  the  year  2000. 

This  morning  I  would  like  to  discuss  with  you,  first,  developments  concerning 
the  Panama  Canal  which  have  occurred  since  the  Senate  approved  the  treaties 
last  year ;  second,  the  content  of  the  proposed  implementing  legislation ;  and 
third,  our  views  on  some  of  the  issues  raised  in  connection  with  the  legislation. 

The  period  since  the  Senate  approved  the  Panama  Treaties,  on  April  18,  1978, 
has  been  one  of  useful  preparation. 
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On  June  16  of  that  year  President  Carter  and  General  Torrijos  exchanged 
the  instruments  of  ratification  for  the  two  treaties,  to  be  effective  as  of  April  1, 
1979.  In  ratifying  the  treaties,  Panama  agreed  to  comply  with  the  amendments, 
reservations,  conditions  and  understandings  attached  by  the  Senate. 

The  following  day,  June  17,  the  President  requested  American  employees  in 
the  Canal  Zone,  both  civilian  and  military,  to  cooperate  in  the  transition  of 
the  new  treaty  status  and  assured  them  that  our  Government  would  fully  and 
fairly  protect  their  conditions  of  life  and  employment. 

In  the  succeeding  months,  the  Governments  of  the  United  States  and  Panama 
moved  forward  vigorously  with  planning  for  the  multitude  of  changes  confront- 
ing them.  In  an  atmosphere  of  exceptional  cooperation,  more  than  30  joint 
committees  have  worked  to  prepare  for  these  changes.  A  number  of  ancillary 
agreements  have  been  concluded. 

Panama  has  adopted  its  implementing  legislation  and  has  established  a  Pan- 
ama Canal  Authority  to  coordinate  the  preparations  for  assuming  its  new  re- 
sponsibilities under  the  Canal  Treaty.  In  a  Washington  visit  last  month,  Presi- 
dent Royo  of  Panama  reaffirmed  Panama's  intention  faithfully  to  comply  with 
the  treaty's  terms. 

Within  the  same  timeframe,  Panama  has  been  making  significant  gains  in 
the  observance  of  human  rights  and  democratic  practices.  A  civilian  government 
has  been  established ;  political  parties  function  actively ;  censorship  of  the  press 
and  media  has  been  lifted. 

Panama  is  also  formulating  plans  for  the  economic  development  of  the  por- 
tions of  the  present  Canal  Zone  which  will  be  turned  over  to  it  under  the  treaty. 
Its  efforts  will  undoubtedly  create  new  commercial  and  investment  opportu- 
nities for  U.S.  business. 

Of  course  much  remains  to  be  accomplished.  A  period  of  intense  activity  lies 
ahead.  In  many  respects,  the  Canal  Treaty  determines  what  shall  be  done,  but 
not  how  it  shall  be  done.  The  legislation  will  fill  that  gap.  For  example : 

The  treaty  gives  the  United  States  the  right  to  operate  the  Canal  until  the 
year  2000  through  a  U.S.  Government  agency ;  the  legislation  creates  that 
agency  (the  Panama  Canal  Commission). 

The  treaty  gives  the  United  States  the  right  to  control  relations  M'ith  its  em- 
ployees in  accordance  with  United  States  law ;  the  legislation  establishes  a 
Panama  Canal  employment  system  and  provides  special  benefits  to  assure  that 
the  Canal  work  force  will  continue  to  serve  with  the  professionalism  and  dedica- 
tion that  have  characterized  it  in  the  past. 

The  treaty  grants  the  United  States  rights  to  exercise  criminal  jurisdiction 
over  its  citizens ;  the  legislation  establishes  mechanisms  for  doing  so. 

The  treaty  establishes  new  criteria  for  the  collection  and  utilization  of  Canal 
tolls ;  the  legislation  correspondingly  adjust  the  basis  for  setting  toll  rates  and 
financing  the  operational  expenditures  of  the  Canal  enterprise. 

In  the  course  of  these  hearings,  this  committee  will  familiarize  itself  with  the 
details  of  the  legislation.  It  is  important,  however,  not  to  lose  sight  of  its  broader 
purposes.  The  legislation  must  be  a  vehicle  for  the  productive  changes  contem- 
plated by  the  treaties ;  at  the  same  time,  it  must  as  far  as  possible  continue  the 
tried  and  tested  arrangements  which  have  made  our  operation  of  the  Canal 
so  succssful  over  the  years. 

Where  we  have  in  the  past  exercised  virtually  complete  authority  in  the 
Canal  Zone,  the  legislation  must  now  provide  for  operations  in  territory  under 
Panamanian  jurisdiction.  Pursuant  to  the  treaty,  functions  not  directly  con- 
nected with  the  actual  operation  of  the  Canal  must  be  transferred,  some  to 
Panama,  some  to  the  Department  of  Defense.  The  legislation  must  take  into 
account  the  role  the  Canal  Treaty  establishes  for  the  Government  of  Panama 
and  its  citizens,  from  the  beginning  to  the  end  of  the  treaty's  life. 

Let  me  briefly  describe  some  of  the  outstanding  features  of  the  legislation 
the  administration  has  proposed  to  the  Congress. 

First,  the  administration  bill  retains  as  far  as  possible  the  corporate  form 
of  organization  under  which  the  Canal  has  been  so  effectively  operated  since 
1950.  As  we  envisage  it,  the  Panama  Canal  Commission  to  be  established  pur- 
suant to  the  Canal  Treaty  would,  like  the  existing  Panama  Canal  Company, 
function  under  the  terms  of  the  Government  Cori>oration  Control  Act. 

In  our  view  there  are  substantial  advantages  to  constituting  the  Panama  Canal 
Commission  as  a  Government  corporation. 

It  permits  greater  operational  flexibility  and  managerial  efficiency. 
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It  facilitates  tlie  operation  of  the  Canal  on  a  self-sustaining  basis  and  with 
business-type  financial  and  accounting  practices. 

It  permits  fully  adequate  congressional  oversight  and  annual  budget  review, 
under  the  Government  Corporation  Control  Act. 

It  provides  for  continuity  during  the  difficult  period  of  transition. 

It  will  help  prepare  the  Panamanians  to  operate  the  Canal  on  a  business  basis 
when  they  assume  full  responsibility  for  the  Canal  after  the  year  2000. 

Second,  the  way  in  which  the  executive  branch  of  the  U.S.  Government  is  or- 
ganized to  operate  the  Canal  under  the  implementing  legislation  is  also  important. 

Since  our  Canal  officials  will  be  dealing  directly  with  Panamanians  within 
Panamanian  territory,  policy  matters  related  to  the  Canal  enterprise  will 
necessarily  be  dealt  with  in  the  context  of  government-to-government  relations. 
Accordingly,  the  U.S.  Government  should  speak  with  a  single  voice,  and  its 
posture  should  reflect  the  totality  of  U.S.  interests  in  connection  with  tolls, 
labor  relations,  and  environmental  protective  measures,  as  well  as  our  defense 
and  foreign  policy  concerns. 

For  this  reason  the  administration  bill,  S.  1024,  authorizes  the  President 
to  appoint  all  senior  U.S.  officials  of  the  Commission.  It  is  the  intention  of  the 
President  of  insure  that  these  officials,  to  be  drawn  from  the  Cabinet  Depart- 
ments concerned  vrith  various  aspects  of  Canal  affairs,  should  act  in  coordina- 
tion in  pursuit  of  our  policy  objectives.  They  will  of  course  give  full  consideration 
to  the  views  of  non-governmental  interest  groups  which  are  affected  by  the  way 
in  which  the  Canal  is  operated.  As  the  U.S.  Government  agency  principally  con- 
cerned, the  Department  of  Defense  will  exercise  general  oversight  responsibility 
as  regards  the  Panama  Canal  Commission,  and  the  Department  of  Defense 
representative  will  chair  the  Commission's  supervisory  board. 

Under  these  arrangements,  it  will  be  possible  to  give  due  weight  to  U.S.  views 
in  all  contingencies,  without  altering  the  general  organization  concept  contained 
in  the  treaty. 

A  third  important  feature  of  the  bill  is  its  concern  for  minimizing  increases  in 
tolls.  Under  the  administration  bill,  the  payment  to  Panama  would  require  a 
toll  increase  in  the  neighborhood  of  15  percent. 

To  hold  the  increase  to  this  level,  the  administration  had  planned  to  terminate 
the  annual  payment  to  the  U.S.  Treasury  of  interest  on  what  is  termed  the  net 
direct  investment  of  the  United  States  in  the  Canal.  Such  a  payment  has  been 
made  to  the  Treasury  each  year  since  19.51.  If  we  were  to  retain  the  interest  pay- 
ment, which  now  approximates  $20  million  annually,  the  required  increase  in  toll 
rates  would  exceed  20  percent,  and  the  burden  on  users  and  consumers  would  be 
correspondingly  greater. 

A  fourth  feature  of  the  administration  bill  which  will  I  hope  commend  it  to 
the  Senate  is  the  fact  that  it  is  written  in  terms  which  scrupulously  preserve  the 
balance  of  rights  and  responsibilities  worked  out  by  the  treaty  negotiators.  The 
bill  follows  the  spirit  of  the  treaty  quite  precisely  in  determining  what  expendi- 
tures fall  within  the  categories  of  operating  revenues,  and  thus  retains  for  Pan- 
ama the  prospect  that — ^as  the  treaty  provide.s — Panama  should  receive  a  con- 
tingent annuity  of  up  to  $10  milion  a  year  in  the  event  that  revenues  imexi)ect- 
edly  exceed  expenditures.  The  bill  further  recognizes  that  the  provisions  for 
property  transfers  contained  in  the  treaty  are  self-executing,  and  that  these  pro- 
visions do  not  require  any  further  legislative  action.  This  position  was  upheld 
by  the  circuit  court  of  appeals  last  year  in  Edwards  v.  Carter,  and  the  Supreme 
Court  has  denied  certiorari. 

Mr.  Chairman,  the  Panama  treaties  were  negotiated  between  the  United  States 
and  Panama  on  a  basis  of  equality  and  fairness.  The  treaties  are  carefully  crafted 
to  satisfy  the  basic  requirements  of  both  signatories.  It  is  important  that  the 
element  of  mutual  accommodation  for  the  common  advantage  be  preserved — not 
out  of  altruism,  but  in  our  own  interest.  Faithful  compliance  with  the  spirit  as 
well  as  the  letter  of  the  treaty  promises  us  friendly  coopei*ation  in  maintaining  a 
secure  and  efficient  Canal  operation.  An  unwarranted  legislative  tilt  in  our  direc- 
tion could  injure  that  cooperation  and  revive  past  antagonisms.  More  than  this, 
it  could  cast  doubt  on  the  reliability  of  this  country's  pledged  word. 

I  urge  the  committee  to  insure  that  the  bill  it  reports  to  the  Senate  is  fully  con- 
sonant with  the  treaties.  ,Such  legislation  will  contribute  directly  to  the  security, 
continuity,  and  efficiency  of  Canal  operations.  It  will  provide  a  sound,  modern 
framework  for  the  effective  exercise  of  the  substantial  rights  the  treaties  accord 
to  the  United  States.  Moreover,  the  legislation,  like  the  treaties  themselves,  will 
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contribute  to  the  improvement  of  our  relations  througliout  the  Western  Hemi- 
sphere, and  will  help  to  replace  longstanding  antagonisms  and  suspicion  with  a 
spirit  of  partnership  and  trust. 

With  a  constructive  approach  of  this  nature,  I  am  confident  that  we  can  look 
forward  to  a  new  and  highly  satisfying  era  in  the  peaceful  and  efficient  use  of 
the  Canal,  for  the  benefit  not  only  of  the  United  States  and  Panama,  but  of 
world  commerce. 

In  closing,  Mr.  Chairman,  I  would  note  that  the  Treaties  enter  into  force  in 
less  than  100  days.  Time  is  short,  and  the  legislation  has  already  been  substan- 
tially delayed.  Those  charged  with  the  operation  and  defense  of  the  Canal  need 
the  legislative  tools  to  carry  out  their  responsibilities.  If  congressional  action  is 
not  promptly  completed,  the  consequences  could  be  serious. 

Lead  time  is  required  to  make  the  personnel  arrangements  which  will  keep  the 
work  force  on  the  job ;  to  establish  the  Panama  Canal  Commission  and  prepare 
it  for  operations  under  the  Canal  Treaty ;  and  to  provide  the  basis  for  determin- 
ing the  level  of  Canal  tolls  and  for  establishing  the  financial  criteria  for  Canal 
operations. 

With  sufficient  time  to  carry  out  these  tasks,  the  Canal  .should  continue  to 
provide  efficient  service  to  shippers,  without  apparent  appreciable  change.  But 
if  they  are  not  accomplished  by  October  1,  the  prospects  for  confusion  and  un- 
settlement  will  markedly  increase,  and  the  continuity  of  Canal  operations  will  be 
endangered. 

I  have  no  doubt  that  this  committee  will  do  its  utmost  to  shape  an  effective  law. 

Thank  you  Mr.  Chairman. 

Mr.  Christopher.  I  would  now  be  glad,  with  my  colleagues,  to  respond  to  any 
questions  that  you  might  have. 

Senator  Levin.  Senator  Exon? 

Senator  Exon.  I  would  like  to  pursue,  if  I  might,  something  that  was  brought 
up,  although  this  has  no  direct  relation  to  the  Panama  Canal  Treaty. 

We  are  aU  concerned  about  the  situation  in  South  America.  What  is  the  opinion 
of  the  State  Department  on  the  Sandinistas  and  the  relationship  between  the 
Sandinistas  and  the  Government  of  Panama  at  the  present  time?  Could  you 
elaborate  on  whether  or  not,  in  the  opinion  of  the  State  Department,  the  Sandin- 
istas are  Communist-led  and  how  close  are  the  relationships  between  the  Sandin- 
istas and  the  Cuban  Government? 

Mr.  Christopher.  The  Sandinistas  have  been  involved  in  Nicaraguan  life  for 
a  number  of  years.  They  go  back  not  one  decade,  but  two  or  three  decades.  They 
have  grown  in  power  and  numbers  as  the  opposition  to  President  Somoza  has 
grown. 

They  essentially  arise  out  the  feelings  of  the  people  in  Nicaragua.  They  have 
tmquestionably  received  some  support  from  other  Latin  American  countries. 
There  is  no  doubt  that  there  is  a  great  deal  of  sympathy  for  the  Sandinistas — or 
perhaps  I  should  say  opposition  to  Somoza — among  the  Latin  American  countries. 

That  was  clear  in  the  vote  of  the  OAS.  As  you  know,  the  OAS  adopted  by  a  vote 
of  17  to  2  a  resolution  indicating  that  the  cause  of  the  problem  in  Nicaragua  was 
Somoza. 

There  is  thus  sympathy,  and  material  support,  for  the  Sandinistas  by  countries 
in  the  area,  including  Panama,  Venezuela,  Costa  Rica,  and,  to  some  extent,  Cuba. 

I  lam  not  able  to  give  you  a  precise  evaluation  of  the  Sandinistas. 
They  are  by  no  means  a  homogeneous  group.  There  are  at  least  three 
different  segments  of  the  Sandinista  groTiping,  and  they  each  have 
different  political  goals  and  different  political  motivations. 

They  are  now  led  by  a  so-called  provisional  government  which  has 
been  formed  in  San  Jose.  Costa  Rica.  Some  elements  of  that  provisional 
government  reflect  moderate  elements  in  Nicaragua  and  some  elements 
reflect  far  left-wing  elements  in  Nicaragua. 

It  would  be  our  hope  that  that  provisional  government  would  be 
more  broadlv  based  if  it  is  to  have  a  role  in  Nicaraguan  life  in  the  fu- 
ture ;  but  I  should  point  out  that  a  number  of  countries  in  Latin  Amer- 
ica, particularly  the  democratic  countries  and  the  Andean  group,  are 
supportive  of  the  provisional  government  and  will  be  encouraging  it 
to  broaden  its  base. 
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Senator  Exon.  Certainly  we  are  all  familiar  with  the  recent  action 
bytheOAS. 

I  heard  a  statement  last  week  sometime  that  the  White  House — I 
believe  it  was  Jody  Powell — ^had  refused  to  comment  pro  or  con — "No 
comment,"  I  believe,  was  his  statement — as  to  whether  or  not  the  offi- 
cial position  of  the  Government  of  the  United  States  was  to  actually 
commit  troops  to  aid  in  the  situation  in  Nicaragua. 

Was  there  an  official  position  by  the  U.S.  Government  to  commit 
troops,  if  we  were  requested  to  do  so,  in  a  combined  action  with  OAS  ? 
I  would  like  to  ask  that  of  the  State  Department,  and  also  the  Defense 
Department. 

Mr.  Christopher.  First,  Senator,  let  me  make  clear  that  there  has 
been  no  intention  by  the  United  States  to  act  unilaterally  or  to  use  any 
of  its  troops  in  Nicaragua  on  a  unilateral  basis. 

Your  second  question — whether  or  not  the  U.S.  forces  might  or 
might  not  have  been  part  of  an  OAS  peacekeeping  force — is,  at  the 
present  time,  an  academic  question  and,  at  an  earlier  time,  it  was  a 
hypothetical  question. 

As  you  know,  at  the  OAS  last  Thursday  the  United  States  suggested 
that  the  OAS  establish  a  peacekeeping  presence,  or  peacekeeping  force, 
for  possible  use  in  Nicaragua  in  an  attempt  to  produce  a  tranquil  and 
peaceful  situation  there. 

I  believe  it  was  in  response  to  the  question  of  whether  or  not  the 
United  States  would  be  involved  in  such  a  peacekeeping  force  that  Jody 
Powell,  I  believe  said  that  we  have  not  ruled  that  out  but  that  we  have 
not  faced  that  question  either.  And  that  was  the  situation.  Senator. 

The  OAS  never  adopted  a  peacekeeping  force,  so  that  question  never 
had  to  be  faced.  The  United  States  did  not  take  a  position  one  way  or 
the  other  as  to  whether  we  would  have  contributed  logistically  or  other- 
wise to  such  a  peacekeeping  force  if  the  OAS  had  created  it. 

Senator  Exon.  Does  the  Defense  Department  have  anything  to  add 
to  that? 

General  Dolvin.  No,  sir.  That  is  a  political  question.  The  Defense 
Department  has  the  capability  to  do  so  if  a  political  decision  were  made 
to  do  it. 

Senator  Exon.  So  it  is  safe  to  assume  that  it  was  the  policy  of  the 
administration  that  if  OAS  had  decided  to  send  in  a  peacekeeping 
force,  then  we  would  have  been  committing  $225  million. 

Why  has  that  been  raised  in  the  last  year  ?  Tliis  lends  some  credence, 
I  think,  to  my  earlier  expressed  concern  about  the  ever-escalating  cost 
of  implementation  of  the  Panama  Canal  Treaty. 

Furthermore,  early  retirement  of  these  Americans  that  we  have  there 
is  a  cost  item.  Is  it  not  possible  that  those  people  who  are,  and  thought 
they  were,  going  to  go  to  Panama  to  work  indefinitely  could  not  be 
transferred  to  some  other  like  facility  and  therefore  not  have  that 
additional  cost  of  early  retirement  ? 

Mr.  Christopher.  Senator,  I  think  that  question  would  be  best 
addressed  to  the  Department  of  Defense. 

Mr.  Blumenfeld.  On  the  estimate,  the  number  of  employees  eligible 
to  retire  underwent  a  change  from  the  preliminary  figures ;  therefore, 
the  cost  changed  accordingly. 

The  latest  estimate  of  the  Office  of  Personnel  Management  for  the 
static  cost  of  the  early  retirement  package  as  it  was  earlier  constituted 
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is  $219  million.  That  fi^ire  has  changed  since  March  on  the  basis  of 
tlie  actuarial  fij^res  developed  by  0PM. 

The  $150  raillion  estimate  was  completed  at  a  time  when  there  was 
uncertainty  about  what  benefits  would  be  in  the  legislation  and,  at  that 
time,  the  number  of  people  eligible.  The  cost  has  gone  up.  This  is  the 
absolutely  best  figure,  and  I  think  0PM  will  testify  to  its  validity. 

Senator  Exon.  How  about  the  question  of  whether  or  not  these 
employees — I  do  not  know  who  they  are  employees  of — American  na- 
tionals there  who  work  directly  or  indirectly  for  the  Federal  Govern- 
ment. Could  they  not  be  used  in  some  other  capacity  rather  than  be 
funded  with  early  retirement  ? 

Mr.  Blumenfeld.  We  do  have  also  in  the  legislation  a  placement 
program  for  those  who  seek  transfer,  but  I  think  the  key  is  that  that 
early  retirement  program  is  designed  to  keep  them  down  there — keep 
particularly  the  skilled  Americans  whom  we  will  need  over  the  coming 
years  to  operate  the  canal.  We  are  hopeful  they  will  stay  there  by 
virtue  of  the  knowledge  that,  any  time  during  the  treaty,  they  can  opt 
for  early  retirement.  They  do  not  need  to  move  now.  They  have  that 
prospect  in  front  of  them ;  therefore,  they  can  stay  and  give  it  a  try, 
which  we  very  much  want  them  to  do. 

Senator  Exon.  Again,  if  we  need  people  down  there  to  operate  the 
canal,  should  that  not  come  from  revenue  ? 

Mr.  Blumenfeld.  That,  again,  is  a  decision  for  the  Congress  to 
make.  The  administration  has  recommended — in  the  interests  of  keep- 
ing tolls  low — that  the  cost  of  the  early  retirement  package  come  out 
of  the  Treasury.  As  you  know,  the  House  bill  would  have  that  cost 
come  out  of  tolls. 

We  believe,  in  the  interest  of  low  tolls,  that  it  should  come  out  of 
the  Treasury. 

Senator  Exon.  Mr.  Chairman,  thank  you.  I  think  my  time  is  up. 
Senator  Cohen  has  asked  me  to  yield  and  I  will  be  glad'to  yield,  if  I 
have  more  time. 

Senator  Levin.  Your  time  has  expired.  He  is  on  his  own. 

Senator  Cohen  ? 

Senator  Cohen.  Thank  you,  Mr.  Chairman.  I  would  like  to  follow 
Senator  Exon  up  on  that  question  of  the  changing  estimates  of  costs, 
how  quickly  it  is  done. 

In  my  opinion,  what  was  involved  over  on  the  House  side  where  I 
served  last  term,  it  is  a  question  of  credibility  on  the  part  of  the  admin- 
istration in  terms  of  representations  that  I  made  to  the  Congress,  to 
the  Senate,  to  the  American  people  in  terms  of  exactly  what  this  treaty 
was  going  to  cost. 

Suddenly  a  year  later  we  are  in  this  committee  and  you  have  just 
come  from  the  House,  what  is  called  a  major  victory  according  to  the 
press  reports.  I  do  not  consider  it  to  be  a  major  victory  by  a  20-vote 
margin  after  the  treaty  has  been  ratified  by  the  Senate,  and  we  come 
back  here  to  the  Senate  and  try  to  determine  why  there  is  such  a  differ- 
ence in  the  estimate  and  how  quickly  and  smoothly  we  slide  over  $700 
million  being  reestimatcd  in  new  figures. 

I  thijik  that  comes  back  to  this  question  of  credibility,  that  the  treaty 
was  sold  to  the  Senate  or  to  the  Congress  or  to  the  country  on  the  basis 
of  estimates  that  everyone  in  their  most  cynical  moments  understand  is 
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going  to  be  substantially  revised  at  a  later  time.  That  really  was  the 
issue  involved  in  the  House  debate,  as  I  heard  it,  about  the  lies  being 
perpetrated  on  the  American  people. 

What  I  would  like  to  know,  in  view  of  the  fact  that  we  have  this 
treaty  and  the  administration  had  opposed  any  changes  in  language 
in  the  bill  that  it  submitted  to  the  House — it  was  changed  so  much  by 
the  Murphy  language.  The  administration  has  said  they  are  opposed  to 
any  changes  in  that  bill. 

We  have  another  treaty  coming  up  where  not  only  the  administration 
says  it  is  opposed  to  any  language  in  the  treaty  language,  but  also  the 
Soviet  Union  says  that  it  is  opposed  to  it. 

I  would  like  to  know,  Mr.  Christopher,  in  terms  of  whether  the 
JMurphy  language  is  now  acceptable  to  the  administration  or  whether 
you  are  going  to  insist  that  the  original  Carter  proposal  be  passed  by 
the  Senate. 

Mr.  Christopher.  Senator  Cohen,  what  we  hope  that  this  committee 
and  the  Congress  will  do  is  to  produce  the  bill  which  is  in  the  best 
interests  of  the  United  States  and  faithfully  carries  out  the  terms  of 
the  treaties. 

We  believe  that  this  committee,  after  it  has  had  the  opportunity  to 
study  the  matter  deeply,  will  want  to  adopt  provisions  somewhat  dif- 
ferent from  those  adopted  by  the  House  of  Representatives.  It  quite 
often  happens  that  one  House  takes  a  different  view  from  the  other. 
We  will  be  urging  this  committee,  through  testimony  today  and 
through  our  consultations  with  your  staff,  to  accept  some  of  the  pro- 
visions of  the  administration  bill  that  are  different  from  those  of  the 
Murphy  bill. 

We  will  be  doing  that  because  we  think  it  is  in  the  interests  of  the 
United  States  to  do  so  and  because  we  believe  those  provisions  are  more 
fully  consistent  with  the  spirit  and  intent  of  the  treaties.  That  is  our 
purpose. 

Senator  Cohen.  The  only  reason  I  raise  the  issue — it  may  have  been 
another  treaty  would  not  have  been  ratified  if  there  had  been  a  full 
disclosure,  or  at  least  a  more  reliable  estimate  of  what  the  costs  would 
have  been  to  the  American  people. 

Suddenly  there  is  a  low  estimate.  The  treaty  is  ratified.  You  come 
back  in  and  the  figures  are  somewhat  different.  We  sort  of  slide  over 
several  hundred  million  as  though  it  is  not  much  money  at  all. 

We  estimated  here  on  the  retirements  we  are  going  to  increase  it, 
now,  that  is  only  a  few  hundred  million  dollars  which  is  in  the  best 
interests  of  the  country  to  implement. 

It  is  that  kind  of  cynicism  that  is  contributing  and  will  contribute 
to  the  SALT  debate  as  well,  as  to  whether  a  full  representation  has 
been  made  to  the  people  and  to  the  Congress. 

I  was  just  wondering  whether  or  not,  if  any  changes  are  made,  this 
will  jeopardize  the  treaty  itself:  where  the  administration  is  willing 
to  accept  changes  such  as  the  Murphy  language,  or  something  quite 
similar. 

Mr.  Christopher.  Senator,  if  that  is  the  question,  I  will 

Senator  Cohen.  Did  you  try  to  answer  earlier  ?  _ 

Mr.  Christopher.  I  will  try  to  answer  it  again.  We  believe  in  the 
administration  bill.  We  think  it  is  a  sound  bill. 


100 

Obviously  we  will  not  be  blinded  to  improvements  that  this  commit- 
tee may  want  to  make.  We  understand  this  process  and  we  want  to 
work  with  you  and  your  staff  to  produce  the  best  result. 

Senator  Cohen.  That  is  all  I  have,  Mr.  Chairman. 

Senator  Levin.  Senator  Warner? 

Senator  Warner.  Please  do  not  misconstrue  my  question  as  being 
one  that  is  going  to  try  to  defeat  the  treaty  now.  Had  I  been  in  the 
Senate,  I  would  have  voted  against  the  treaty,  but  I  am  a  realist.  We 
have  it  now. 

As  you  simply  stated,  it  seems  to  me  that  the  responsibility  of  this 
committee  and  the  Senate  working  with  the  House  is  to  adopt  that 
legislation  which  will  effect  the  best  interests  of  the  United  States. 

But  I  come  to  the  sticky  issue  of  the  corporation  versus  the  appro- 
priated funds  agency.  The  last  conference  with  the  House,  I  was  a  con- 
feree and,  if  it  is  the  will  of  the  chairman,  I  may  be  a  conferee  on 
this  issue. 

Can  you  give  us  any  guidance  whatsoever  as  to  how  we  should  ap- 
proach the  compromise  of  this  difficult  question  ? 

I  will  put  it  to  all  of  the  witnesses ;  namely,  the  House  tendency  to 
favor  the  appropriated  funds  agency  and  recognizing  the  closeness  of 
the  vote,  I  am  not  so  sure  they  are  going  to  recede  on  this  fully. 

Would  you  wish  to  offer  any  suggestions  as  to  how  we  might  forge 
some  type  of  hybrid  organization  which  still  enables  the  Congress  to 
have  the  measure  of  oversight  it  wishes  and  still  enables  the  executive 
branch  to  have  flexibility  to  work  out  this  treaty  ? 

Mr.  Christopher.  Senator,  I  do  not  have  a  compromise  to  propose. 

There  seems  to  have  grown  up  some  feeling  that  Congress  lacks  au- 
thority over  an  entity  in  a  corporate  form  and  has  more  complete 
authority  over  an  appropriated  funds  agency.  I  think  that  is  to  ap- 
proach the  matter  with  an  illusion.  Congress  actually  has  a  great  deal 
of  control  over  Government  corporations  through  the  annual  review 
of  the  corporations'  budget  by  the  Appropriations  Committee  and 
through  the  passage  of  the  budget  legislation.  Nothing  is  more  funda- 
mental to  control  than  control  over  financial  affairs. 

Over  the  recent  life  of  the  canal,  it  has  been  operated  in  a  corporate 
form.  It  has  worked  very  well  that  way,  and  there  is  therefore  a  very 
strong  case  for  not  changing  the  basis  of  these  operations. 

It  is  even  more  important  for  the  future  to  have  the  business  disci- 
pline provided  by  a  corporate  form,  when  we  are  in  a  situation  where 
the  tolls  are  needed  to  earn  the  funds  that  are  being  paid  to  Panama. 

Senator  Warner.  You  very  succinctly,  in  page  6  of  your  testimony, 
set  forth  your  reasons.  If  I  imderstand  it,  you  do  not  wish  to  come 
forward  at  this  time  and  offer  any  advice  as  to  how  a  compromise  may 
be  in  effect. 

Mr.  Christopher.  That  is  correct.  Senator  Warner, 

Senator  Warner.  Department  of  Defense,  do  you  want  to  contribute 
anything  ? 

Mr,  Blumenfeld,  I  wish  to  reinforce  what  Secretary  Christopher 
says  and  what  Secretary  Duncan  has  said  about  maintaining  the 
corporate  form.  The  profit  and  loss  yardstick  is  vitally  important.  I  do 
not  have  any  compromise  to  offer.  I  feel  so  strongly  that  the  corporate 
fonn  is  right  and  that  there  are  sufficient  congi-essional  controls  over 
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the  corporate  form.  These  controls  supplement  what  is  the  best  disci- 
pline of  all,  accounting.  n      -x   i 

The  appropriated  funds  agency  formula  is  not  terribly  well  suited, 
in  my  view,  to  an  agency  where  expenditures  produce  revenues.  It  is 
suited  to  Government  agencies  where  expenditures  produce  services. 

Senator  Warner.  There  was  a  question.  You  are  saying  no  at  this 
time  ?  You  are  hard  on  the  position  of  the  administration  ? 

Mr.  Blumenfeld.  Yes,  sir. 

Senator  Warxer.  Thank  you  very  much. 

Senator  Levin.  There  is  presently  a  rollcall  on  Senator  Hayakawa  s 
amendment  to  the  appropriations  bill.  We  will  recess  for  10  minutes 
and  begin  again  at  10 :55  a.m. 

[A  brief  recess  was  taken.] 

Senator  Levin.  Mr.  Christopher,  we  understand  you  have  to  leave  at 

about  11 :25. 

Mr.  Christopher.  Yes,  Senator.  With  the  Secretary  out  of  the  coun- 
try, I  do  need  to  go  back  to  the  Department.  But  I  want  to  make  clear 
to  you  the  priority  that  I  give  to  the  work  of  this  committee,  and  I  will 
be  glad  to  come  back  at  some  later  time,  if  it  is  desirable. 

Senator  Levin.  Thank  you  very  much. 

Mr.  Blumenfeld,  do  you  have  any  time  problems  this  morning? 

Mr.  Blumenfeld.  I  am  supposed  to  be  at  another  hearing  at  11 :30 
at  the  latest.  I  am  checking  now  to  see  if  that  hearing  is  progressing 
more  slowly. 

Senator  Levin.  Let's  resume  with  Mr.  Christopher  and  hope  that, 
Mr.  Blumenfeld,  you  can  stay  on  at  least  until  noon. 

Mr.  Christopher,  you  have  already  testified  that  language  which 
would  permit  the  Secretary  of  Defense  to  direct  the  actions  of  the 
board  or  the  Commission  would  be  inviolate  of  the  intention  of  the 
treaty.  Can  you  tell  what  article  or  articles  in  the  treaty  would  be 
violated  by  such  direction  ? 

]\Ir.  Christopher.  It  would  be  the  article  that  establishes  the  Pan- 
ama Canal  Commission  as  the  body  which  will  be  responsi^ble  for 
running  the  canal  in  the  future.  If  you  will  just  give  me  a  minute,  I 
am  sure  that  I  can  find  it. 

Senator  Levin.  That  may  become  an  important  issue  because  of  the 
action  of  the  House.  I  wonder  if  you  would  take  a  moment  and 
identify  the  precise  language. 

Mr.  Christopher.  Yes.  It  is  paragraphs  2  and  3  of  article  III  of  the 
Panama  Canal  Treaty. 

That  is  the  article,  Mr.  Chairman  which  provides  for  canal  opera- 
tion and  management  and  which  delegates  that  responsibility  to  the 
Panama  Canal  Commission. 

Senator  Levin.  There  is  language  in  the  House  bill  that  provides 
that,  in  a  time  of  war  in  which  the  United  States  is  engaged  or  where, 
in  the  opinion  of  the  President,  a  war  is  imminent,  the  President  may 
designate  someone  to  assume  and  have  exclusive  authority  and  juris- 
diction over  the  operation  of  the  canal. 

It  then  says  in  section  108,  during  the  continuation  of  this  condition, 
the  Commission  shall  be  subject  to  the  order  and  direction  of  the 
officers  so  designated. 

The  language  that  I  am  referring  you  to  is  the  language  in  the  House 
bill  that  says  that  the  Commission  shall  be  subject  to  the  order  and 
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direction  of  the  officer  so  designated.  Does  that  language  violate  the 
intention  of  the  treaty  or  the  treaty  language  or  its  spirit  ? 
_  Mr.  Christopher.  Senator  Levin,  in  my  view,  that  language  is  incon- 
sistent with  the  spirit  and  intention  of  the  treaty. 

The  treaty,  in  those  same  provisions  to  which  I  just  referred,  namely 
article  III,  paragraphs  2  and  3,  contemplates  that  the  Panama  Canal 
Commission  would  have  that  responsibility.  A  military  officer  would, 
in  my  view,  not  be  consistent  with  what  the  treaty  intended. 

It  seems  to  me  that  that  provision  is  not  only  inconsistent,  but  is  also 
quite  unnecessary,  since  the  rights  and  interests  of  the  United  States 
could  be  fully  protected  through  the  majority  representation  on  the 
Commission  and  through  the  direction  to  that  majority  that  could  be 
given  by  the  Secretary  of  Defense. 

Senator  Le\^n-.  The  administration  bill  provides  for  special  immi- 
gration rights  for  certain  Panamanian  employees  of  the  company. 
Can  you  2:ive  us  some  background  on  this  provision  and  comment  on 
the  i)rovision  that  the  House  inserted  in  lieu  of  your  request? 

Mr.  Christopher.  Senator  Levin,  I  would  like  to  ask  the  Depart- 
ment of  Defense,  which  is  really  primarily  responsible  on  that,  to 
comment. 

Senator  Lea^n.  We  will  hold  that  question  up,  because  I  would  really 
rather  ask  questions  of  you  while  you  are  here. 

Is  it  the  administration's  position.  Secretary  Christopher,  that  any 
conditions  imposed  in  addition  to  those  of  article  XIII  of  the  treaty 
as  a  prerequisite  for  payments  to  Panama  would  violate  the  treaty? 

For  instance,  what  about  a  provision  such  as  was  in  the  House  bill 
that  the  contingency  payment  would  not  be  paid  unless  all  of  the  U.S. 
implementing  costs  had  already  been  paid? 

For  an  additional  instance,  how  about  a  provision  such  as  that  in 
the  House  bill  saying  that  no  payments  could  be  paid  under  the  con- 
tingency payments  section,  if  Panama  were  to  be  found  to  be  inter- 
fering in  the  internal  affairs  of  another  country  or  such  similar 
limitation  ? 

Mr.  Christopher.  We  think  that  provisions  of  that  kind,  which 
add  additional  barriers  or  preconditions  to  the  possibility  of  Panama 
receiving  tlie  contingent  payment  would  be  inconsistent  with  the  basic 
intention  and  spirit  of  the  treaties  themselves. 

Let  me  emphasize  that  that  contingent  payment  is  by  no  means  cer- 
tain in  any  event.  The  Senate  very  carefully  considered  that  subject 
when  the  treaties  were  being  approved,  and  there  was  a  specified 
understanding  on  that  provision  of  the  treaty,  indicating  that  the 
tolls  would  not  be  increased  so  as  to  provide  for  that  contingent 
payment. 
^  During  the  course  of  that  debate  and  that  understanding,  the  inten- 
tion of  the  Senate  was  made  manifest.  It  is  therefore  clear  that  the 
two-thirds  of  the  Senate  who  passed  on  the  treaty  felt  that  the  con- 
tingent payment — although  it  was  by  no  means  a  sure  thing  and  was 
in  fact  rather  remote — should  not  be  made  utterly  impossible- 
Senator  Levin.  Secretary  Christopher,  the  House  bill  provides  that 
no  propertv  may  be  transferred  to  Panama  through  the  life  of  the 
treaty  without  a  specific  act  of  Congress  authorizing  the  transfer. 
Would  you  run  down  to  us  the  legal  dispute  that  occurred  last  year 
on  this  issue?  And  if  I  am  correct  in  recalling  the  IT.S,  Court  of 
Appeals  for  the  District  of  Columbia  specifically  ruled  that  property 
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of  the  United  States  could  be  transferred  by  treaty  without  a  vote  of 
the  Congress? 

Mr.  Christopher.  Yes,  Senator  Levin,  you  are  correct.  The  matter 
has  been  decided  by  the  courts. 

The  U.S.  Court  of  Appeals  for  the  District  of  Columbia,  in  a  case 
called  Echoards  v.  Garter^  concluded  that  property  may  be  transferred 
by  a  treaty  alone  without  any  additional  legislative  action. 

Therefore,  the  Panama  Canal  Treaty  was  effective  to  transfer  the 
property  to  Panama.  That  case  was  taken  to  the  U.S.  Supreme  Court 
on  a  petition  for  a  writ  of  certiorari  and  the  Supreme  Court  declined 
to  grant  certiorari ;  accordingly,  the  Court  of  Appeals  decision  stands 
as  the  law  of  the  land. 

Thus,  provisions  which  require  congressional  approval  of  property 
transfers,  where  those  property  transfers  are  specifically  required  or 
contemplated  by  the  treaty,  would,  in  my  view,  be  inconsistent  with 
the  treaty  and  inconsistent  with  the  decision  of  the  Court  of  Appeals. 

Senator  Levin.  Senator  Exon  ? 

Senator  Exon.  I  have  no  questions,  IMr.  Chairman, 

Senator  Levin.  I  will  ask  additional  questions,  then. 

The  administration  bill  does  not  stipulate  who  shall  have  primary 
oversight  authority  for  the  Panama  Canal  Commission;  which  gov- 
ernment agencies  or  department  will  have  this  authority  and  respon- 
sibility, and  why. 

Mr.  Christopher.  The  Department  of  Defense  will  continue  to  play 
a  leading  role  in  that  regard,  Senator  Levin.  It  was  the  contemplation 
of  the  President  that  he  would  appoint  as  members  of  the  Panama 
Canal  Commission  individuals  from  different  departments  of  the  gov- 
ernment, and  the  leadership  role  would  be  taken,  as  it  has  been  in  the 
past,  by  the  Department  of  Defense. 

Mr.  Blumenf  eld  may  want  to  elaborate  on  that. 

Mr.  Blumenfeld.  I  will  not  take  the  Secretary's  time,  but  I  will 
pursue  it  later. 

Senator  Levin.  That  would  be  very  helpful. 

In  the  past,  public  members  of  boards  of  directors  similar  to 
the  Commission  have  drawn  criticisms  because  as  representatives  of 
their  respective  departments,  they  supposedly  have  concentrated  on 
protecting  the  parochial  interests  of  their  own  departments  and  have 
failed  to  agree  on  coordinating  policies  for  the  entity  they  are  sup- 
posed to  direct. 

You  are  suggesting  that  a  Panama  Canal  Commission  be  created. 
I  am  wondering  how  you  believe  that  the  membership  should  be  se- 
lected? If  from  the  Departments  of  the  United  States,  how  is  that 
consistent  with  what  historically  has  been  true  on  many  commissions, 
that  representatives  of  the  departments  represent  their  department's 
interests  rather  than  the  interests  of  the  entity  that  they  are  supposed 
to  be  serving  ? 

Mr.  Christopher.  Senator  Levin,  it  is  the  contemplation  of  the 
President  that  the  Secretary  of  the  Army  would  serve  as  the  chairman 
of  the  board  and  that  members  of  other  agencies  would  serve  on  the 
board.  While  there  would  be  a  healthy  debate  within  our  own  Gov- 
ernment as  to  certain  issues,  ultimately  each  of  the  U.S.  members  of 
the  Commission's  board  would  be  subject  to  the  direction  of  the  Presi- 
dent. There  would  thus  be  a  cohesive  five-person  majority. 
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I  do  not  believe  that  any  dispute  would  extend  beyond  the  U.S. 
Government.  Each  of  the  represented  agencies  would  have  some- 
thing to  contribute,  but  ultimately  the  executive  branch  would  have 
to  resolve  its  difficulties  and  take  a  considered  position. 

Senator  Levin.  What  is  the  problem  with  having  members  from  the 
private  sector  on  that  board  as  provided  by  the  House  of  Representa- 
tives in  their  bill  ? 

Mr.  Christopher.  I  think  there  could  be  a  problem  in  obtaining  co- 
hesive results  if  the  board  included  members  from  the  private  sector. 
Such  members  might  perhaps  feel  an  obligation  to  represent  those  in- 
dustries from  which  they  come.  If  those  members  were  free  to  vote 
as  they  wished,  on  some  issues  you  might  find  the  United  States  out- 
voted by  four  Panamanians  and  one  or  two  U.S.  representatives. 

On  the  other  hand,  if  such  private  members  were  subject  to  the  di- 
rection of  the  board  cliairman,  as  Government  representatives  would 
be,  there  might  perhaps  be  hard  feelings  or  misunderstandings  within 
the  board  itself. 

While  the  viewpoints  of  the  private  sector  should  certainly  be  heard 
with  respect  to  any  issue  that  might  concern  them,  those  viewpoints 
need  not  be  represented  on  the  board  level. 

It  would  be  undesirable,  just  in  human  teiins,  to  have  private  sector 
membere  on  the  board  who  were  subject  to  the  control  of  the  chairman 
of  the  board.  On  the  other  hand,  if  such  members  were  not  subject  to 
the  direction  of  the  chairman  of  the  board,  the  U.S.  majority  inter- 
ests might  be  outvoted. 

Mr.  Blumenfeld.  If  I  may  add  something,  if  you  take  a  look  at  the 
specific  private  members  the  House  would  add,  one  would  represent 
shipping,  one  would  represent  export-imports  and/or  ports,  and  the 
third  would  represent  labor.  Those  first  two  groups  will  have  ample 
input  into  the  Commission  through  the  toll  setting  process,  which  in- 
volves public  hearings,  comments,  and  eventual  detennination  of  tolls 
after  consideration  of  those  comments. 

Labor  would,  of  course,  have  an  input  through  collective  bargaining 
of  the  Commission  employees  that  the  treaty  and  our  legislation  will 
enact. 

Senator  Levin.  Has  not  history  proven  that  private  sector  represent- 
atives attend  board  meetings  with  greater  regularity  than  Govern- 
ment representatives  ? 

Mr.  Christopher.  Senator,  I  have  never  made  a  study  of  that. 

I  have  found,  in  my  own  personal  experience,  that  there  has  been 
considerable  unevenness  on  the  boards  that  I  have  l)elongod  to.  Some 
private  sector  representatives  attend  with  great  regularity.  Others 
seem  to  be  stretched  extremely  thin  and  their  attendance  record  is  very 
poor. 

Senator  Levin.  Secretary  Christopher,  you  stated  today  that  the 
President  intends  to  select  the  Secretary  of  Defense  as  his  designee. 
Wliy  does  not  the  administration's  bill  provide  that  ? 

]Mr.  Christopher.  I  wonder  if  I  could  ask  Mr.  Blumenfeld  if  he 
could  comment  on  that  ? 

Mr.  Blumenthal.  I  would  simply  say  that  the  bill  is  silent  only  to 
give  the  President  flexibility,  but 'the "President  has  announced  his 
intent  to  designate  the  Secretary  of  the  Army  as  chairman  of  the  board 
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on  belialf  of  the  Secretary  of  Defense  who  would  have  oversight  over 

the  Commission.  ,  .„,    i    •  -n  a 

Senator  Levin.  You  have  no  problem  with  the  bill's  being  specihc^ 
You  would  not  object  to  that  ? 

Mr.  Christopher.  If  that  were  the  will  of  the  committee,  I  think 
we  would  have  no  strong  objection.  Although  it  seems  very  desirable 
in  1978  and  1979  for  that  authority  to  be  lodged  in  the  Secretary  of 
Defense,  circumstances  may  change  over  time.  It  was  thought  that  the 
President  should  have  the  flexibility  to  designate  some  other  Cabinet 
position  for  a  leadership  role. 

On  the  other  hand,  if  it  became  desirable  to  do  so,  the  Congress 
could  change  the  designation  in  the  future. 

Senator  Levin.  I  would  wonder  whether  you  would  give  us  any 
additional  comments  that  you  have  in  writing  on  three  issues  that 
relate  to  matters  that  were  added  in  the  House  bill. 

No.  1,  the  provision  for  control  of  the  board  and  a  Commission  by 
the  Secretary  of  Defense.  Any  treaty  language,  any  discussions,  any 
negotiations  relative  to  the  intent  of  the  treaty  that  relate  to  that 
question  as  to  whether  or  not  that  is  a  treaty  violation. 

Second,  as  to  whether  or  not  any  additional  conditions  on  the  con- 
tingency payment  would  represent  a  treaty  violation.  The  House  bill 
provides  some  additional  conditions  and  you  indicated  that  you  believe 
that  the  imposition  of  those  additional  conditions  is  violative  of  the 
treaty. 

Would  you  set  forth,  in  writing,  with  more  precision,  what  language, 
what  provisions  of  the  treaty,  any  negotiations,  any  letters  that  bear 
on  that  point? 

Third,  relative  to  the  question  of  the  transfer  of  property,  if  you 
would  be  so  kind  to  give  us  your  position  on  that  in  some  detail  it  would 
be  appreciated. 

In  addition  to  those  three  areas  where  we  would  appreciate  some 
expanded  views  and  background,  the  committee  and  members  of  the 
committee  will  be  submitting  questions  for  the  record  to  your  Depart- 
ment for  a  timely  response. 

I  think  everybody  wants  to  move  quickly  on  this,  so  we  would  greatly 
appreciate  your  responding  as  promptly  as  possible. 

Mr,  Christopher,  Senator,  I  understand  the  three  questions  that 
you  have  asked  and  welcome  the  opportunity  to  provide  more  speci- 
ficity than  is  feasible  in  an  oral  hearing,  I  can  assure  you  that  we  will 
do  our  best  to  cooperate  with  the  committee.  It  is  in  our  interest  to  be 
prompt,  and  we  will  be  prompt. 

[See  p.  134,] 

Senator  Levin,  Senator  Exon  ? 

Senator  Exon.  Yes,  Just  before  you  leave,  on  the  line  of  questioning 
I  have  been  listening  to  here,  Mr,  Christopher,  would  indicate  to  me 
that  the  Department  of  State  has  some  serious  reservations  about  the 
bill  which  was  passed  by  the  House  with  regard  to  possible  violation 
of  the  treaty  itself. 

Is  that  a  fair  summation  of  what  you  have  been  testifying  to  ? 

Mr,  Christopher,  Senator,  we  think  that  the  House  of  Representa- 
tives did  a  good  job  with  the  bill.  They  corrected  or  improved,  in  our 
view,  a  number  of  the  provisions.  There  remain,  however,  some  pro- 
visions of  the  bill  which  we  think  it  is  important  to  correct,  where 


106 

there  is  a  conflict  between  those  provisions  and  what  we  think  is  the 
spirit  of  the  treaties. 

In  light  of  the  amount  of  improvement  that  has  been  ah-eady  made, 
I  am  hopeful  that  we  will  end  up  with  legislation  that  is  fully  consonant 
with  the  treaty. 

Thus,  while  I  have  pointed  out  those  areas  in  which,  in  my  view, 
there  are  inconsistencies  with  the  spirit  of  the  treaties,  I  want  to  say 
that  our  support  for  the  Murphy  bill  was  genuine  and  that  I  am 
hopeful  we  can  work  through  the  legislative  process  to  achieve  a  legis- 
lation that  is  fully  consonant  with  the  treaties. 

Senator  Exon.  Aside  from  the  Murphy  bill,  were  some  of  the  con- 
cerns that  you  expressed  in  3^our  testimony  this  morning  specifically 
addressed  in  your  testimony  before  the  House  of  Eepresentatives  on 
the  matters  that  were  brought  up  by  Chairman  Levin  ? 

]\Ir.  Christopher.  Yes,  sir. 

Senator  Exon.  Then  the  House  went  ahead  notwithstanding,  and 
did  some  damage  to  what  you  consider  to  be  the  spirit  of  the  treaty  ? 

Mr.  Christopher.  Yes,  that  is  correct,  Senator.  I  must  not  have  been 
persuasive  enough  at  that  time.  But  I  do  want  to  emphasize  that  the 
House  did  correct,  or  improve,  a  number  of  other  provisions  about 
wliich  I  was  concerned. 

Senator  Exon.  Thank  you,  Mr.  Chairman. 

Thank  you,  Mr.  Christopher. 

Senator  LE\^]sr.  I  do  have  one  additional  brief  comment.  Senators 
Thurmond  and  Tower  specifically  will  be  having  questions  for  the 
record.  I  am  sure  there  will  be  others,  too.  I  would  like  to  make  that 
point. 

Would  you  comment  on  the  provision  that  the  Senate  must  give 
advice  and  consent  to  the  appointment  of  the  American  members  of 
the  Commission,  I  believe  also  the  Administrator? 

Mr.  Christopher.  It  is  contemplated  that  the  President  will  appoint 
as  members  of  the  Commission's  board  either  people  who  are  already 
subject  to  advice  and  consent  or  who  are  immediately  subordinate  to 
those  who  are  subject  to  advice  and  consent. 

In  this  way,  the  Senate  will  have  a  full  opportunity  to  approve  those 
members  who  are  on  the  board  of  the  Commission. 

I  would  add,  however,  that  this  is  an  appropriate  subject  for  legis- 
lation. While  it  may  be  possible  to  go  too  far  in  requiring  advice  and 
consent,  it  is  obviously  not  a  matter  of  principle. 

If  the  Congress  deems  that  these  persons  are  so  important  that  it 
wishes  to  take  the  time  to  consider  each  of  them  individually,  we  could 
not  object  on  principle. 

Senator  Levin.  Is  there  anything  else  of  Secretary  Christopher  ? 

Senator  Exon.  Xo  further  questions. 

Senator  Levin.  Thank  you. 

T  understand  Mr.  Popper  will  be  here. 

Mr.  Christopher.  Ambassador  Popper,  who  has  been  chief  of  staff  at 
the  State  Department  concerning  both  the  treaties  and  the  implement- 
ing legislation,  will  remain  and  will  be  as  helpful  to  you  as  he  can. 

Senator  Lewn.  Thank  you  very  much.  We  almost  kept  our  11 :25 
promise.  We  owe  you  2  minutes. 

Mr.  Christopher.  I  hope  it  is  no  discourtesy  if  I  say  I  left  myself  a 
5-minute  margin. 
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Senator  Levin.  As  a  matter  of  fact,  I  have  some  additional  ques- 
tions— it  just  so  happens  to  be  3  minutes  worth. 

Thank  you,  Mr.  Christopher. 

Senator  Levin.  Now,  I  do  not  think,  Mr.  Blumenf  eld,  you  have  ever 
had  an  opportunity  to  make  a  statement  to  us  this  morning.  I  know 
you  have  been  itching  to  do  that. 

Mr.  Bltjmenfeld.  I  have  a  2-  or  3-minute  summary  of  my  statement, 
if  I  could  make  it. 

Senator  Levin.  That  would  be  very  helpful,  and  we  will  make  your 
entire  statement  a  part  of  the  record.  If  you  would  proceed  ? 

STATEMENT  OF  HON.  MICHAEL  ELUMENFELD,  ASSISTANT  SECEE- 
TARY  OF  THE  AEMY  FOR  CIVIL  WORKS 

Mr.  Blumenfeld.  There  are  many  features  of  the  proposed  bill 
before  you  that  are  crucial  to  the  efficient  operation  of  the  canal.  I 
would  like  to  call  your  attention  to  several  of  those  which  have  a  par- 
ticular significance  to  the  canal  enterprise  after  October  1  of  this 
year. 

Of  paramount  importance  are  the  organization  and  the  staffing 
of  the  Panama  Canal  Commission 

Senator  Levin.  Could  you  talk  a  little  slower  and  a  little  louder  ? 

Mr.  Blumenfeld.  The  bill  that  you  are  considering  specifies  that 
the  current  corporate  organization  be  continued.  Opponents  of  the 
treaty,  and  indeed,  many  in  the  House  of  Representatives,  have  claimed 
that  a  return  to  the  appropriated  agency  form  of  the  early  years  of 
the  operation  is  required  in  order  to  provide  adequate  oversight  of 
the  Commission  with  its  U.S. -dominated  board  of  directors  that  will 
replace  the  Panama  Canal  Company. 

It  is  the  Army's  position  that  the  best  course  of  action  at  the  pres- 
ent time  in  the  interest  of  smooth  transition  and  of  continued  efficient 
operation  of  the  canal  is  to  continue  the  corporate  form.  Adequate 
authority  to  sufficiently  control  and  oversee  the  transition  process  and 
the  operation  of  the  canal  already  exists  in  Congress. 

Three  salient  advantages  to  the  corporate  form  are  the  avoidance 
of  turmoil  at  a  critical  point  in  time,  the  necessary  flexibility  in  deal- 
ing with  financial  and  operating  issues  at  a  local  level  and  the  funda- 
mental healthiness  of  profit  and  loss  accounting,  which  the  corporate 
form  provides. 

The  key  to  staffing  the  Commission  during  the  transition  period 
is  retention  of  the  highly  qualified  work  force  now  on  board.  The 
proposed  bill  has  been  meticulously  assembled  to  assure  continuity 
of  this  organization-in-being. 

PeTtinent  provisions  of  the  legislation  include  its  early  retirement 
provision  and  several  proposals  that  guarantee  no  degradation  to 
living  standards  and  quality  of  life  for  those  individuals  who  commit 
themselves  to  actually  making  the  treaty  work,  and  provisions  such  as 
the  cost-of-living  allowance  for  U.S.  employees  that  lose  post  office, 
commissary  and  PX  services  after  5  years. 

A  viable  and  responsive  labor  relations  system  is  also  a  vital  ele- 
ment of  this  program.  We  have,  in  my  view,  developed  a  personnel 
package  that  minimizes  the  impact  on  tolls  and  appropriations  while 
at  the  same  time  honoring  our  commitments  to  our  work  force. 
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I  urge  you  to  consider  these  matters  in  view  of  our  task  to  implement 
the  approved  treaty  as  effectively  and  efficiently  as  possible.  S.  1024 
will  allow  us  to  accomplish  this. 

The  bill  passed  by  the  House  last  Thursday  would  not  do  so. 

I  will  submit  my  prepared  statement  for  the  record. 

[The  prepared  statement  follows :] 

Prepared   Statement  of  Michael  Blumenfeld,  Assistant  Secretary  of  the 

Army  (Civil  Works) 

Mr.  Chairman,  members  of  the  Armed  Services  Committee,  I  appreciate  the 
opportunity  to  appear  before  you  today  as  you  receive  testimony  regarding 
S.  1024,  the  administration's  bill  to  implement  the  Panama  Canal  Treaty  of  1977. 

As  you  knovF,  the  primary  responsibility  of  the  Secretary  of  the  Army  is  to 
head  the  Department  of  the  Army.  However,  he  also  has  the  responsibility  for 
overseeing  effective  operation  of  the  Panama  Canal.  While  the  administration's 
legislation  does  not  explicitly  continue  his  present  oversight  role,  I  can  tell  you 
that  the  President  plans  that  the  Secretary  of  the  Army  will  continue  to  have 
this  responsibility.  Essentially,  the  only  change  will  be  that  he  will  report 
through  the  Secretary  of  Defense  rather  than  directly  to  the  President.  This 
continuity  will  help  assure  a  smooth  transition  and  will  assist  in  coordinating, 
at  the  interagency  level,  the  actions  necessary  in  treaty  implementation. 

There  are  a  number  of  items  in  this  legislation  that  I  would  like  to  highlight 
for  you  today.  They  are  all  important,  but  I  believe  the  two  most  important  to 
insure  the  continued  efficient  and  effective  operation  of  the  Canal  are  the  form 
of  the  Panama  Canal  Commission  and  the  employee  provisions  of  the  legislation. 
S.  1024  would  continue  the  Panama  Canal  Commission  as  a  Government  corpora- 
tion. It  would  grant  certain  early  retirement  rights  to  employees  as  called  for  the 
treaty,  and  authorize  certain  provisions  designed  to  insure  an  orderly  transfer 
of  numerous  people  and  functions  from  the  Canal  Zone  Government/Panama 
Canal  Company  to  the  Republic  of  Panama  and  the  Department  of  Defense. 

COMMISSION    STRUCTURE 

While  the  Canal  enterprise  has  a  unique  operating  environment  and  unique 
responsibilities,  it  is  primarily  and  essentially  a  business  enterprise.  It  therefore 
requires  a  combination  of  managerial  and  financial  flexibility.  A  corporate  struc- 
ture best  provides  this  flexibility. 

To  operate  the  Canal  efficiently,  the  Commission  will  have  to  deal  successfully 
with  the  problems  of  functioning  in  a  foreign  country.  If  local  authority  is  not 
granted  the  Commission  to  resolve  operational  problems  with  Panama,  every 
incident  could  have  the  potential  for  escalation  into  a  country-to-country  con- 
frontation. By  establishing  the  Commission  as  a  corporate  entity,  the  likelihood 
of  being  able  to  so  function  will  be  enhanced. 

Authority  for  decision-making  to  meet  operational  problems  requires  that  the 
Commission  be  granted  financial  flexibility  as  well.  The  Commission  will  also 
require  financial  flexibility  in  order  to  carry  out  its  responsibility  for  financial 
self-sufficiency.  In  order  to  achieve  financial  self-sufficiency  the  Commission 
must  be  able  to  adjust  its  costs  and  rates  to  respond  to  changing  traffic. 

The  Government  corporation  form  proposed  for  the  Panama  Canal  Commis- 
sion would  essentially  continue  the  organizational  form  of  the  present  Panama 
Canal  Company,  which  was  created  by  Congress  in  1950  in  recognition  of  the 
business  activities  inherent  in  the  Canal  operation.  Tlie  corporate  form  as  rec- 
ommended in  S.  1024,  has  proven  over  almost  30  years  that  it  is  an  efficient 
system  for  operating  the  Canal.  The  Company  has  been  able  to  maintain  an 
amazing  degree  of  stability  in  its  toll  rates  and  its  service  to  shipping  and  has 
never  needed  a  congressional  appropriation. 

While  successful  Company  operation  is  attributable  in  large  part  to  the  man- 
agerial and  financial  flexibility  it  enjoys  in  its  corporate  form,  the  Panama 
Canal  enterprise  also  has  maintained  a  high  degree  of  accountability  to  Con- 
gress. The  1950  legislation  established  the  Company  and  set  forth  the  guidelines 
for  its  operation ;  the  budgetary  controls  imposed  by  the  appropriations  com- 
mittees that  annually  review  the  budget  assure  that  the  Company  is  spending 
within  its  revenues ;  and  audit  by  the  GAO,  which  reports  upon  the  Company's 
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accounting  procedures  and  policies,  further  assures  that  the  Congress  main- 
tains control  over  the  corporation. 

The  legislation  passed  by  the  House,  on  the  other  hand,  would  change  the 
present  wholly  owned  U.S.  Government  corporation  to  an  appropriated  fund 
agency.  I  believe  that  this  reversion  to  the  pre-1951  mode  of  operation  of  the 
Canal  would  have  a  negative  effect  on  United  States-Panama  relations.  Panama 
would  view  it  as  a  step  backwards  in  terms  of  modern,  efficient  operating  struc- 
ture, financial  flexibility  to  support  necessary  operational  responsiveness,  and 
as  an  impediment  to  growing  Panamanian  involvement  in  the  decisionmaking 
process  of  an  entity  for  which  they  will  eventually  have  responsibility.  In  addi- 
tion, I  believe  that,  as  the  years  pass,  and  we  approach  the  time  for  Panama  to 
assume  responsibility  for  the  Canal,  it  will  become  increasingly  important  for 
our  interests  in  the  Canal  after  the  year  2000  that  the  Panamanians  working  in 
the  Commission  be  part  of  an  organization  wliose  workings  they  completely 
understand,  and  which  they  may  take  over  with  the  least  possible  disruption.  The 
corporate  structure,  with  its  universally  understood  profit  and  loss  accounting 
is  therefore  the  best  form  for  the  Commission  to  adopt. 

PERSONNEL 

One  of  the  most  important  sections  of  the  implementing  legislation  is  title 
III,  that  portion  setting  forth  the  provisions  affecting  employees  of  the  Panama 
Canal  Company,  the  Canal  Zone  Government  and  certain  other  executive  agen- 
cies operating  in  the  Canal  Zone.  Furthei',  title  III  also  establishes  an  employ- 
ment framework  for  employees  of  the  new  Panama  Canal  Commission  effective 
on  October  1,  1979.  The  employees  of  the  Canal  Zone  Government  and  the 
Panama  Canal  Company  are  dedicated,  loyal  personnel  who,  for  many  years, 
have  made  the  Canal  an  extremely  efficient  operation  serving  world  commerce. 

With  the  requirements  of  article  X  of  the  Panama  Canal  Treaty  in  mind,  the 
administration's  implementing  legislation  was  drafted  and  introduced  as  S.  1024. 
There  is  considerable  importance  attached  by  the  Canal  workforce  to  the  early 
retirement  benefits  contained  in  both  our  bill  and  the  bill  passed  by  the  House. 
The  employee  provisions  are  generally  the  same.  These  provisions  would  allow 
employees  who  are  involuntarily  separated  or  scheduled  to  be  separated  as  a 
result  of  implementation  of  the  treaty  to  retire  under  more  liberalized  eligibility 
criteria  than  are  normally  available  under  a  major  reduction-in-force  situation. 
For  example,  instead  of  requiring  25  years  of  service  at  any  age  or  20  years  at 
age  50,  with  reduced  annuity  for  each  year  the  employee  is  short  of  age  55, 
the  legislation  would  require  20  years  of  service  at  any  age  or  18  years  at  age 
48,  without  any  reduction  in  annuity  because  of  the  age  at  which  the  employee 
retires. 

More  important  to  the  agency  and  its  employees,  however,  are  those  provisions 
which  would  recognize  the  impact  of  the  treaty  on  living  and  working  conditions 
by  granting  a  continuing  option,  throughout  the  life  of  the  treaty  (that  is, 
through  1999),  for  employees  (U.S.  and  non-U.S.  citizens  alike)  to  retire  volun- 
tarily under  liberalized  eligibility  criteria.  Under  this  proposal,  an  employee 
could  retire  voluntarily  any  time  after  he  attains  23  years  of  service  regardless 
of  age,  or  after  reaching  age  48  and  18  years  of  service.  Again,  there  would  be 
no  reduction  in  annuity  because  of  the  age  at  which  the  employee  retires.  Em- 
ployees electing  to  stay  on  with  the  Commission  would  have  their  annuities  com- 
puted at  2^  percent  for  each  year  of  post-treaty  service  rather  than  the  normal 
rate. 

It  may  seem  at  first  glance  paradoxical,  but  we  are  convinced  that  retention 
of  skilled  U.S.  employees  who  will  be  needed  in  the  coming  years  will  be  en- 
hanced by  the  provisions  we  have  proposed  for  liberalized  eligibility  and  benefit 
computation  under  voluntary  early  retirement.  While  the  Office  of  Personnel 
Management  has  authorized  early  optional  retirement  for  Canal  workers  under 
existing  major  RIF  provisions,  the  employees  must  exercise  that  option,  if  at  all, 
between  April  1  and  September  30,  1979.  Because  the  option  is  available  only 
prior  to  treaty  effective  date  it  will  not  contribute  to  the  retention  of  our  work- 
force beyond  October  1. 

Many  Canal  employees  consider  the  early  retirement  provision  of  the  treaty 
legislation  to  be  the  most  important  one,  and  a  good  percentage  are  deferring 
decision  as  to  their  futures  until  they  know  what  the  law  will  provide  on  that 
subject.  We  have  high  hopes  that  the  continuing  option  feature — that  is.  the 
fact  that  the  option  to  retire  under  the  liberalized  eligibility  and  calculation 
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criteria  I  have  outlined  will  remain  open  throughout  the  life  of  the  treaty — will 
cause  the  great  majority  to  stay  and  "give  it  a  try"  with  the  Commission. 

If  we  are  correct  in  that  assessment,  this  should  afford  an  opportunity  for 
officials  of  the  Commission  and  the  Government  of  Panama  to  prove  that  transfer 
of  jurisdiction  can  be  effected  without  the  adverse  consequences  which  have 
worried  Canal  employees.  Assuming  this  can  be  done,  and  we  are  optimistic  in 
this  regard,  then  it  is  our  view  that  this  early  retirement  option  will  do  more 
than  any  other  single  feature  of  the  legislation  to  maintain  a  skilled  workforce 
at  the  Canal.  If,  on  the  other  hand,  the  legislation  were  to  be  enacted  with  a 
significantly  less  liberal  version  of  the  early  retirement  option  in  it,  we  also 
believe  that  the  Canal's  ability  to  retain  needed  skills  would  be  seriously  cur- 
tailed. We  believe  these  provisions  are  required  to  fulfill  tlie  commitments  of 
the  treaty  and,  at  the  same  time,  protect  the  interests  of  the  United  States. 

It  is  also  our  position  that  the  differential  we  are  presently  authorized  to  pay 
for  recruitment  and  retention  of  employees  from  off  the  Isthmus  should  be  con- 
tinued, as  it  is  under  S.  1024.  The  maximum  differential  authorized  would  be 
25  percent  which  is  the  same  as  the  authorization  for  the  current  "tropical  dif- 
ferential." Under  S.  1024  this  differential  would  apply  to  all  employees  so  re- 
cruited, regardless  of  citizenship.  While,  in  accordance  with  article  X  of  the 
Treaty,  the  Commission  will  endeavor  to  employ  Panamanians  provided  they 
have  the  requisite  skills  to  meet  our  requirements,  we  foresee  a  continuing  need 
to  employ  skilled  American  citizens  at  the  Canal  for  some  time  to  come.  This 
differential  has  proven  to  be  an  effective  tool  for  recruitment  and  retention  of 
qualified  employees  over  the  years,  and  we  expect  it  will  be  an  important  one 
for  the  Commission. 

Mr.  Chairman,  S.  1024  contains  a  provision  that  would  allow  certain  non-U.S. 
citizens  special  immigration  privileges,  to  include  waiver  of  the  public  charge  re- 
quirement of  the  immigration  and  nationality  Act. 

The  proposed  legislation  on  immigration  was  very  carefully  developed  in  order 
to  balance  out  obligations  to  dedicated  employees  with  our  need  to  minimize  the 
number  of  individuals  to  immigrate.  The  concern  and  the  need  for  special 
immigration  is  focused  on  the  West  Indians ;  but  it  is  difficult,  if  not  impossible, 
to  write  legislation  which  will  apply  only  to  employees  of  specified  ethnic  descent. 
What  we  really  want  to  do  is  ease  problems  of  people  who  are  least  assimilated 
into  the  Panamanian  culture  and  society. 

If  the  public  charge  portion  of  the  Immigration  and  Nationality  Act  is  not 
waived,  this  would  effectively  preclude  approximately  half  of  our  current  re- 
tirees, and  many  of  our  current  employees  with  more  than  15  years  of  service  who 
later  retire,  from  exercising  the  special  immigrant  option  at  all.  This  would  con- 
travene the  spirit  and  basic  intent  that  generated  the  inclusion  of  the  special  im- 
migrant status  in  the  implementing  legislation.  The  approval  of  this  provision, 
with  its  recommended  limitation  to  the  transition  period,  would  constitute  an 
appropriate  expression  of  appreciation  by  the  U.S.  Government  for  the  contribu- 
tion made  by  these  loyal  employees,  many  of  whose  ancestors  participated  in  the 
construction  of  the  waterway.  I  therefore  urge  the  committee's  support  in  includ- 
ing the  provisions  of  the  immigration  portion  in  the  implementing  legislation. 

Now,  I  would  like  to  comment  on  several  provisions  of  the  bill  passed  by  the 
House  of  Representatives  that  we  prefer  not  to  have  in  the  legislation.  First,  the 
administration,  in  submitting  S.  1024,  excluded  both  the  cost  of  the  early  retire- 
ment program  and  interest  payments  from  the  toll  base  in  order  to  keep  tolls  as 
low  as  possible.  The  House  bill  requires  the  Commission  to  be  responsible  for 
continued  interest  payments  and  for  the  unfunded  liability  to  the  Civil  Service 
Retirement  Fund  caused  by  the  early  retirement  program.  The  Office  of  Person- 
nel Management  has  most  recently  advised  that  the  annual  cost  of  the  unfunded 
liability  amortized  over  20  years  is  $16.7  million.  This  translates  to  a  7.3  percent 
tolls  increase.  It  is  the  administration's  position  that  the  funds  should  be  made 
available  from  the  general  fund  of  the  Treasury  to  offset  this  unfunded  liability 
against  the  Civil  Service  Retirement  Fund.  Continuation  of  the  interest  payment 
to  the  Treasury  would  add  another  7.9  percent  to  the  required  toll  increase. 

As  you  are  aware,  the  Department  of  Defense  will  be  assuming  responsibility 
for  operation  of  the  schools  system  effective  October  1  when  the  treaty  enters  into 
fore.  The  legislation,  as  passed  by  the  House  of  Representatives,  would  continue 
teachers  on  the  District  of  Columbia  salary  base,  and  grant  sabbatical  leave  to 
teachers  at  full  pay,  which  doubles  the  cost  of  the  current  Canal  Zone  Govern- 
ment program. 
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Because  the  Department  of  Defense  Dependent  Overseas  School  System  pay 
scales  are  significantly  lower  than  the  Canal  Zone  Government  scale,  the  Defense 
Department,  the  American  Federation  of  Teachers  and  the  Department  of  the 
Army  had  agreed  on  a  system  to  phase  transferring  teachers  into  the  DOD  pay 
system  over  time.  Under  that  agreement,  these  teachers  would  retain  the  base 
salary  schedule  as  it  exists  on  the  effective  date  of  the  Treaty  until  the  Defense 
School  salary  schedule  rises  to  meet  it.  But,  to  avoid  a  pay  freeze,  their  retained 
base  salary  would  be  increased  by  one-half  of  the  dollar  amount  of  the  annual 
DOD  salary  increase  for  the  same  class  and  step.  They  would  also  be  given 
normal  step  increases  on  the  retained  schedule.  We  believe  this  agreement  to  be 
fair  and  equitable.  But  H.R.  Ill  has  preempted  it. 

In  addition  to  the  schools,  several  other  functions  will  be  transferred  to  the 
Department  of  Defense.  Employees  of  these  functions  are  under  different  leave 
and  travel  programs  than  are  DOD  employees.  Plans  to  merge  these  employees 
into  the  leave  and  travel  systems  of  the  Department  of  Defense  are  precluded 
by  H.R.  111.  Unless  this  is  changed,  serious  equity  and  morale  problems  will 
result. 

Regarding  the  labor  relations  system  that  will  apply  under  the  Treaties,  there 
has  been  substantial  consultation  between  the  administration  and  the  unions 
representing  our  workers — both  on  the  national  as  well  as  the  local  level — on 
a  labor-relations  system  for  the  Panama  Canal  Commission  and  other  Federal 
agencies  on  the  Isthmus  after  October  1,  1979,  including  collective  bargaining 
with  employees  as  required  by  the  Treaty. 

The  administration's  bill  proposed  that  all  employees  of  the  Panama  Canal 
Commission,  both  U.S.  and  non-U.S.  employees  be  covered  by  a  labor-management 
policy  tailored  to  meet  the  needs  of  the  unique  situation  in  Panama,  but  consistent 
with  certain  basic  protections  and  benefits  provided  by  title  VII  of  the  Civil 
Service  Reform  Act.  U.S.  citizen  employees  of  other  Federal  agencies  operating 
in  the  area,  principally  DOD,  would  be  covered  by  title  VII,  Civil  Service  Reform 
Act,  while  the  heads  of  these  agencies  would  be  given  the  option  to  place  their 
non-U.S.  employees  under  the  Panama  Canal  Commission's  labor  management 
program.  The  House  version  of  the  legislation  places  all  employees  on  the 
Isthmus,  U.S.  and  non-U.S.  employees,  under  title  VII. 

The  Panama  Canal  Commission  is  a  unique  organization,  with  a  workforce 
which  will  become  increasingly  Panamanian  at  all  levels  over  the  next  20  years. 
A  labor  relations  system  focused  largely  on  local  conditions  and  issues  would  be 
most  appropriate  in  terms  of  facilitating — or  at  least  avoiding  interference  with — 
the  gradual  transition  to  Panamanian  control  of  Canal  operations.  Coverage  by 
a  separate  labor  relations  policy,  dedicated  to  the  local  situation,  will  serve  to 
facilitate  the  evolutionary  process  which  will  be  taking  place.  Such  a  process  is 
not  foreseen,  however,  for  DOD  elements  in  Panama,  which  will  operate  in  much 
the  same  manner  as  they  do  today  until  phase-out  of  their  operations.  In  all 
other  areas  of  the  world,  DOD  is  applying  the  collective  bargaining  provisions 
specified  in  title  VII  to  its  U.S.  citizen  employees.  We  believe  that  this  should 
also  be  the  case  for  the  U.S.  employees  of  DOD  in  Panama,  and  is  indeed  the 
kind  of  arrangement  contemplated  by  the  Status  of  Forces  Agreement. 

In  every  other  country,  DOD's  U.S.  citizen  employees  are  subject  to  the  U.S. 
Government's  labor  relations  system,  and  local  national  employees  are  subject 
to  a  personnel  and  labor  relations  system  based  largely  on  host  country  practices. 
When  grievances,  unfair  labor  practice  complaints  and  other  labor-management 
disputes  arise  between  the  DOD  as  an  employer  and  a  union  representing  its 
U.S.  citizen  employees,  the  matter  is  resolved  in  accordance  with  U.S.  program 
policies,  including  final  adjudication  by  an  independent  U.S.  board  (the  Federal 
Labor  Relations  Authority  established  by  title  VII)  or  the  U.S.  courts.  When 
disputes  arise  between  the  DOD  as  an  employer  and  unions  representing  local 
national  employees,  they  are  usually  resolved  through  in-country  machinery 
agreed  to  by  the  two  governments,  and  frequently  involve  the  intervention  of 
the  host  country  government  itself.  Placing  Panamanian  employees  of  the  U.S. 
Government,  in  Panama,  under  a  U.S.  system  would  mean  that  Panamanian 
authorities  would  have  no  in-country  control  over  or  method  of  influencing  the 
resolution  of  disputes  involving  their  own  citizens.  The  result  would  be  escala- 
tion of  many  disputes  to  the  political  level,  with  Embassy  and  Washington- 
level  agency  involvement.  This  would  (a)  complicate  dispute  resolution,  (b) 
serve  as  a  frequent  or  constant  irritant  in  U.S. -Panama  relationships,  and 
(c)  produce  pressures  which  could  interfere  with  the  functioning  of  the  U.S. 
Government's  labor  relations  program. 


112 

Another  point  of  concern  is  the  provision  in  the  House  version  tliat  requires 
U.S.  agencies  in  Panama  to  apply  tlie  U.S.  minimum  wage  to  their  employees. 
At  the  present  time  the  Fair  Labor  Standards  Act  (FLSA)  does  apply.  There 
has  been  concern  for  quite  some  time  that  the  wages  paid  were  too  high — much 
higher  than  necessary  to  meet  the  objective  of  attracting  and  retaining  highly 
qualified  Panamanian  workers. 

BOARD   OF   DIRECTOnS 

The  House-passed  legislation  provides  that  of  the  five  U.S.  members  of  the 
Board  of  Directors  of  the  Panama  Canal  Commission,  three  must  be  special- 
interest  group  members.  One  must  lie  knowledgeable  in  the  management  or 
operation  of  an  American-flag  steamship  line  which  has  or  had  ships  regularly 
transiting  the  Panama  Canal ;  one  must  be  experienced  and  knowledgeable  in 
U.S.  port  operations  or  in  the  business  of  exporting  or  importing  commodities 
dependent  upon  the  Canal ;  and  the  third  must  be  experienced  and  knowledge- 
able in  labor  matters  of  the  United  States. 

Members  of  the  current  Canal  Company  Board  of  Directors,  are  U.S.  Govern- 
ment oflicials,  led  by  the  Secretary  of  the  Army,  who  .serves  as  Board  Chairman. 

To  insure  that  the  Canal  is  operated  to  meet  overall  military  tran.sportation, 
commercial  and  foreign  policy  interests  of  the  United  States,  the  administration 
has  planned  that  the  five  U.S.  Board  members  should  be  drawn  from  the  Depart- 
ment of  Defense  (Chairman),  Transportation,  Commerce.  Treasury  and  State. 
These  members  would  act  in  accordance  with  coordinated  policy  guidance  and 
therefore,  protect  the  interests  of  the  U.S.  Government.  The  Board  of  Directors 
must  insure  the  efiicient  operation  of  the  Canal ;  they  mu.st  not  be  partial  to 
special  interest  groups.  Labor  has  input  to  the  Board  of  Directors  through  col- 
lective bargaining  while  the  shipping  and  ports  industry  have  direct  input 
through  hearings  which  are  required  in  the  establishment  of  toll  rates. 

We  strongly  recommend  continuation  of  the  provisions  in  S.  1024  that  would 
allow  the  U.S.  Board  members  to  be  drawn  from  interested  executive  branch 
agencies 

MILITARY   ROLE   IN    WARTIME 

The  legislation  passed  by  the  House  provided  that  the  President,  in  time  of 
war  or  when,  in  his  opinion,  war  is  imminent,  an  officer  of  the  Armed  Forces  will 
be  appointed  and  have  exclusive  authority  and  jurisdiction  over  the  operation 
of  the  Panama  Canal  and  all  its  adjuncts,  appendents,  and  appurtenances.  We 
believe  this  provision  to  be  in  violation  of  the  treaty  in  that  the  operating  area 
of  the  Canal  is  a  neutral  area  and  ships  of  all  nations  will  have  equal  right  of 
passage.  We  would  have  no  objection,  however,  to  having  a  U.S.  military  officer 
in  charge  of  the  security  of  the  Canal.  He  should  not,  however,  have  authority 
over  the  operation  of  the  Canal.  The  Board  of  Directors  must  continue  to  exercise 
this  authority ;  under  the  administration's  proposed  legislation  there  is  no  im- 
pediment to  the  full  coordination  of  Canal  operations  with  U.S.  security  needs, 
given  the  LT.S.  majority  on  the  Board. 

NEED   FOR  TIMELY   PASSAGE 

Mr.  Chairman,  as  I  mentioned  earlier,  many  of  our  personnel  are  awaiting 
the  outcome  of  the  implementing  legislation  before  they  decide  on  their  future. 
In  any  event,  because  of  the  great  decrease  in  size  of  the  Panama  Canal  Com- 
mission In  comparison  to  the  Panama  Canal  Company  and  the  Canal  Zone  Gov- 
ernment, we  have  projected  that  some  3000  employees,  both  U.S.  and  non-U.S. 
employees,  will  be  adversely  alfected  through  a  reduction-in-force  action.  This  is 
primarily  because  of  the  transfer  of  functions  to  Panama,  such  as  railroads, 
operation  of  the  ports,  bunkering  and  others.  Due  to  the  size  and  complexity  of 
this  action,  and  in  consideration  of  its  impact  on  the  lives  of  employees  and 
their  families,  we  seek  passage  of  implementing  legislation  as  soon  as  possible 
so  that  critical  preparatory  actions  can  be  completed  by  treaty  effective  date. 

From  an  operational  point  of  view,  the  most  critical  problem  that  will  develop 
by  late  passage  of  the  proposed  legislation  involves  the  transfer  of  over  2,600 
employees  to  local  Department  of  Defense  activities.  If  passage  is  unduly  de- 
layed, this  transfer  would  he  seriously  hampered  because  of  the  lead  time  re- 
quired by  law  and  regulation  to  effect  such  actions  and  to  guarantee  ob.servance 
of  employee  rights.  If  passage  is  delayed  beyond  October  1.  the  transfers  will 
be  prevented  because  the  Department  of  Defense  activities  will  not  have  been 
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legally  authorized  to  pay  the  transferred  employees  from  appropriated  funds 
for  performance  of  functions  it  is  tasked  to  assume.  This  would  cause  transferred 
employees  to  be  left  on  the  rolls  of  the  Canal  organization,  although  that  agency 
would  be  precluded  by  the  treaty  from  performing  those  functions.  Mr.  Chair- 
man, this  would  be  chaotic,  not  only  for  the  Commission,  but  for  all  Federal 
agencies  operating  in  the  area. 

Thank  you  again  Mr.  Chairman  for  the  opportunity  to  appear  before  the 
committee  today. 

Mr.  Blumenfeld.  I  am  prepared  for  your  questions.  Particularly, 
I  believe  you  wanted  me  to  expand  on  the  immigi^ation  question,  wliicli 
I  can  do  first  if  you  would  like. 

Senator  Levin.  Senator  Exon  ? 

Senator  Exon.  Let's  go  right  back  to  my  question  again.  If  I  under- 
stood you,  did  you  not  say  that  the  bill  passed  by  the  House  v.ould  not 
do  that  ?  Would  not  do  what  ^ 

Mr.  Blumenfeld.  Would  not  permit  the  smooth  and  continued 
efficient  operation  of  the  canal  that  we  believe  is  justified  in  transition 
to  the  post-treaty  environment. 

Senator  Exon.  The  decision  on  the  treaty  has  been  made.  I  think 
there  are  those  of  us  who  recognize  that,  right  or  wrong,  the  U.S. 
Government  would  look  very  bad  indeed  if,  by  failing  to  fund  this 
matter,  we  would  therefore  bring  up  the  whole  issue  once  again. 

I,  for  one- — and  I  suspect  the  majority  of  my  colleagues  also — do 
not  want  the  U.S.  Government  to  be  placed  in  that  position.  But  we 
do  have  a  concern  that  the  "store  is  not  given  away"  with  its  profit 
and  loss  accounting.  I  think  that  there  would  be  under  the  appropri- 
ate agency  form  a  natural  bureaucratic  tendency  not  to  want  to  cut 
spending  when  spending  needed  to  be  cut,  if  the  administrator  felt 
that  by  cutting  spending  this  year  he  would  jeopardize  his  appro- 
priation the  following  year  because  it  is  always  hard  to  increase  an 
appropriation. 

Mr.  Blumenfeld.  The  corporate  form,  I  think,  also  provides,  to  some 
extent,  a  shield  for  the  U.S.  Government  in  the  area  of  lawsuits.  The 
corporate  form  permits  a  body  corporate  to  be  sued  in  vessel  accident 
situations  and  the  like,  and  thus  shields  the  Treasury. 

Fundamentally,  it  is  the  flexibility  to  make  necessary  decisions  and 
allocate  necessary  appropriations  on  the  spot,  to  solve  problems  be- 
fore they  become  a  government-to-government  confrontation,  which 
would  be  possible  with  the  corporate  form  much  more  than  the  ap- 
propriate agency  form.  Discipline  would  come  from  the  need  to  match 
costs  with  revenues,  and  there  is  no  lack  of  congressional  oversight 
over  the  corporate  form. 

The  question  is,  is  the  appropriated  agency  form  necessary  for 
discipline?  I  think  not.  I  think  that  profit  and  loss  and  the  income 
statement  are  probably  the  best  financial  discipline  that  this  society 
lias  been  able  to  come  up  with. 

I  think  the  appropriated  agency  is  a  proper  form  for  a  govern- 
ment agency  that  dispenses  services  or  regulations,  but  not  one  for 
which  the  expenditure  of  funds  is  what  generates  the  revenue  that 
come  in. 

Senator  Exon.  Of  course,  the  fact  of  the  matter  is  that  the  corpo- 
rate form  evidently  has  been  successful  for  a  number  of  years.  It 
was  in  place  and  predicated  on  the  theory  that  the  U.S.  involvement 
would  be  there  indefinitely. 
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Now,  with  the  ratification  of  the  treaty,  it  has  now  been  establislied 
that  essentially  all  control  will  be  out  of  the  hands  of  the  United  States 
by  the  year  2000.  I  suspect  that  we  are  back  down  to  the  crux  of  how 
best  we  make  sure  that  the  taxpayers'  funds  are  not  used  despite  the 
testimony  today,  if  I  understand  it  correctly,  that  the  Treasury  of 
the  United  States  will  not  be  taxed  for  operations  of  the  treaty  between 
now  and  the  year  2000. 

Am  I  correct  in  that  assumption  ? 

Mr.  Blumenteld.  That  is  correct.  The  Commission  would  be  de- 
signed to  be  self-sustaining  in  revenues.  And  as  Mr.  Christopher  said, 
and  we  confirm,  there  would  be  no  U.S.  taxpayer  dollars  going  to  the 
Government  of  Panama. 

If  I  may,  let  me  take  up  your  point  about  functioning  between  now 
and  the  year  2000  and  after  the  year  2000.  Certainly  we  now  have  a 
future  where  we  know  that  20  years  from  now  there  is  going  to  be  a 
switch  to  Panamanian  operating  of  the  Commission. 

In  the  interim,  however,  the  United  States  does  have  the  right  and 
responsibility  under  the  treaty  to  run  the  canal. 

If  the  corporate  form  has  worked  in  the  past,  I  see  no  reason  why  it 
should  not  work  in  the  next  20  j^ears  because  of  the  reasons  that  I  cited. 

Moreover,  if  you  are  talking  about  the  transition  in  the  year  2000, 
I  think  that  the  United  States,  as  a  user  of  the  canal,  wants  to  see  it 
run  smootlily  after  the  year  2000.  In  my  view,  to  make  that  transition 
smooth,  it  is  much  better  to  have  had  a  corporate  form  using  univer- 
sally accepted  accounting  principles  of  business  enterprise  that  Pana- 
manians, as  well  as  Europeans  and  Japanese  and  everybody  else  is 
familiar,  rather  than  the  appropriate  agency  form  with  which  we  may 
be  very  familiar  but  the  Panamanians,  who  will  be  increasingly  in- 
volved in  management  as  we  approach  the  year  2000,  and  will  take 
the  canal  over  at  the  year  2000,  are  not  familiar  with. 

So  I  think  that  the  usefulness  of  the  corporate  form  as  a  training 
and  transition  device  is  another  reason  favoring  it. 

Senator  Levin.  The  Senate  is  now  voting  on  Senator  Magnuson's 
motion  to  table  Senatx)r  Jackson's  amendment  to  the  supplemental 
appropriations  bill.  We  will  recess  for  approximately  10  minutes.  We 
will  be  back. 

At  that  time,  we  will  try  to  recess  at  12  or  12  :15  p.m..  and  while 
we  are  gone,  you  might  be  thinking  of  the  answer  to  this  question, 
"^yiiat  is  the  actual  cost  of  the  administration  bill,  and  compare  it  to 
the  House  bill,  if  you  would. 

I  am  not  asking  now  for  treaty  ratification  costs,  but  what  are  the 
costs  of  the  bills  that  I  have  just  mentioned. 

The  committee  will  stand  in  recess. 

FA  brief  recess  was  taken.] 

Senator  Levin.  Secretary  Blumenfeld,  what  is  the  ansAver  to  that 
question. 

Mr.  Blttmenfeld.  Let  me  try  to  answer  what  I  think  is  what  you 
are  drivinar  at. 

The  bill  before  you,  S.  1024,  really  only  autliorizes  one  category 
of  expenditure  :  For  cemetery  movements,  the  relocation  of  remains,  at 
a  total  cost  that  is  now  estimated  at  $3.2  million,  ronghlv  split  about 
half  and  lialf  between  what  is  now  before  the  House  in  the  Canal 
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Zone  Government  supplemental  budget  request  and  wliat  would  be 
submitted  as  a  Department  of  Defense  budget  amendment  for  1980. 
The  budget  items  are  about  $1.7  million  for  the  Canal  Zone  Govern- 
ment and  $1.5  million  for  defense  in  1980. 

That  is  the  only  expenditure  specifically  authorized  by  S.  102-1. 

Senator  Levhst.  You  made  reference  to  the  form  of  the  entity.  You 
gave  a  number  of  reasons  why  you  prefer  the  corporate  form  in 
essence. 

What  about  the  transition  problems  now,  if  there  were  a  change  in 
entity  at  this  point  to  an  agency  form  ? 

Could  that  be  done  in  time  ? 

Mr.  Blumenfeld.  I  think  it  probably  could  be  done,  but  only  with 
enormous  difficulty.  To  convert  the  accounting  system  from  what  is 
now  profit  and  loss  accounting  to  handle  the  appropriated  agency  form 
would  take  an  investment  at  a  minimum  of  $5  million,  and  untold  man- 
hours  to  have  it  going  by  October  1. 

That  is  why  one  of  the  central  arguments  in  the  form  of  corporate 
form,  in  my  view,  is  the  necessity  for  having  a  smooth  transition  pe- 
riod. It  would  be  very,  very  difficult  to  go  to  the  appropriate  agency 
form  in  the  100  days  remaining. 

Senator  Levin.  I  would  like  to  ask  you  some  questions  about  the  Fair 
Labor  Standards  Act  applications.  Is  it  true  that  the  U.S.  minimum 
wage  standards  will  not  cover  the  United  States  and  Panamanian 
employees  of  the  United  States  and  Panama  after  October  1, 1979  ? 

Mr.  Blumenfeld.  The  provisions  of  the  bill  which  passed  the  House 
would  extend  the  U.S.  minimum  wage  into  the  future  in  the  Canal 
Zone. 

Senator  Levin.  What  is  your  position  on  that  provision  ? 

Mr.  Blumenfeld.  Very  definitely  it  should  not  be  extended.  We 
think  it  would  be  spending  unnecessary  mone}^,  both  monev  generated 
from  tolls  on  the  part  of  the  Commission  and  appropriafed  funds 
on  the  part  of  the  Department  of  Defense  for  the  recruitment  and 
hiring  of  employees  who,  in  that  labor  market,  need  not  be  hired  at 
what  the  minimum  wage  would  be  in  1981  at  $3.35  an  hour  and  much 
higher  in  the  future  if  it  escalates  upward  at  its  historic  5  or  6  percent. 
An  inordinately  high  entry  wage  is  not  necessary  to  recruit  in  that 
local  economy. 

We  estimate  that  over  the  first  10  years,  for  the  Commission  to 
implement  what  it  plans  in  the  way  of  a  wage  scale,  would  save  $100 
million  versus  the  wage  costs  under  the  continuation  of  the  Fair  Labor 
Standards  Act. 

Senator  Levin.  If  that  is  not  adopted  by  the  Senate  and  the  House, 
what  is  the  administration's  wage  policy  going  to  be  regarding  current 
employees,  first,  and  then  I  will  ask  you  about  new  employees  ? 

Mr.  Blumenfeld.  We  would  grandfather  current  employees  at  tlieir 
current  wages  and  wage  system.  As  for  new  employees,  it  would  be  the 
plan  of  the  Commission 

Senator  Levin.  You  say  "wage  system."  That  would  include  mini- 
mum wage? 

Mr.  Blumenfeld.  That  would  include  the  minimum  wf^ge  of  $2.90 
that  now  exists,  but  those  emplovees  would  continue  receiving  in  the 
out  years  the  annual  U.S.  Civil  Service  wage  increases  that  they  have 
been  receiving. 
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Senator  Levin.  What  about  new  employees  ? 

Mr.  Blumenfeld.  For  our  new  employees,  the  Commission  would 
plan  to  establish  a  $2.90  minimum  entry  wage.  Employees  who  came 
in  at  that  wage  would,  in  each  succeeding  year,  receive  a  2-percent  m- 
crease  in  salary  annually. 

Senator  Levin.  Do  you  assume,  or  do  you  expect,  that  a  larger  per- 
centage of  new  employees  are  going  to  be  Panamanian  than  old 
employees  ? 

Mr.  Blumenfeld.  Yes ;  I  would  expect  so. 

Senator  Levin.  If  you  have  a  different  wage  policy  for  new  em- 
ployees than  old  employees,  would  that  not  be  either  perceived  as  or, 
in  fact,  constitute  a  violation  of  the  treaty  obligations  involving  non- 
discrimination between  Panamanian  and  American  employees? 

Mr.  Blumenfeld.  No,  sir.  I  do  not  believe  it  would.  The  new  em- 
ployees, regardless  of  national  origin,  who  are  hired  locally  would 
receive,  at  a  minimum,  the  $2.90  an  hour.  We  would  also  propose  that 
there  be  a  group  of  higher  skilled,  technical  occupations  set  aside 
wherein  an  employee  newly  hired  into  that  position,  regardless  of 
nationality,  regardless  of  place  of  recruitment,  would  receive  a  wage 
tliat  generally  corresponds  to  the  U.S.  wage  scale  for  that  kind  of 
position. 

As  for  the  vast  bulk  of  employees,  the  perhaps  Y5  percent  who  do 
not  fit  into  that  group  of  "island"  occupations,  who  are  recruited  on  the 
isthmus,  they  would  receive  the  $2.90,  Panamanian  or  not. 

Senator  Levin.  In  fact,  there  would  be  more  Panamanian  new  em- 
ployees, percentagewise,  than  Panamanian  old  employees.  Would  that 
not  be  perceived  as  a  violation  of  the  treaty  requirement  that  there  be  no 
distinction  between  Panamanians  and  Americans,  in  fact,  in  reality, 
rather  than  just  in  theory  or  in  language  ? 

jNIr.  Blumenfeld.  I  cannot  speak  to  what  the  perception  would  be. 
I  can  say  that,  because  both  the  Panamanian  and  American  hired  into 
a  given  job  would  receive  identical  pay,  it  would  not  be  discriminatory. 
Perceptions  could  differ,  I  suppose. 

Senator  Levin.  If  suddenly  it  is  90  percent  Panamanians  who  are 
being  hired  and  it  used  to  be  90  percent  Americans,  even  though  the 
theory  is  the  same,  they  are  still  going  to  be  treated  Avagewise  with 
the  same  policy.  In  fact,  there  would  be  a  difference  because  the  old 
employees  are  going  to  be  covered  by  a  different  wage  policy  than  the 
new  employees  and  there  would  be  a  shift. 

Mr.  Blu^ienfeld.  Excuse  me,  sir.  Three-quarters  of  the  old  em- 
]:)loyees  aie  Panamanians  now. 

Senator  Levin.  The  shift  might  be  from  three-quarters  to  90  percent. 

'Sh\  Blumenfeld.  Yes,  but  you  would  have  the  "old"  Panamanians 
paid  differently  than  the  "new"  Panamanians.  You  would  also  have 
"old"  Americans  paid  differently  from  "new"  Americans.  It  is  not  a 
distinction  on  the  basis  of  nationality. 

Senator  Levin.  How  ai'e  wages  for  foreign  national  employees  of  the 
ITnited  States  established  elsewhere  overseas  ? 

(jeneral  Dolvin.  As  far  as  DOD  is  concerned,  in  general,  they  follow 
locality  wages.  It  does  vary  somewhat,  country  to  countiy. 

Senator  Levin.  Where  are  the  variations?  Wliat  locations? 
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General  Dolvin.  In  Japan,  for  example,  which  I  am  personally 
familiar  with,  ^ve  have  a  contract  with  the  Japanese  Government  for 
the  labor.  It  is  a  contract  matter  between  our  Government  and  the 
Japanese  Government,  and  they  pay  all  of  the  wages  in  theory. 

Senator  Levin.  What  other  exceptions  ? 

General  Dolvin.  I  think  each  country,  sir,  is  somewhat  different.  I 
do  have  a  wage  expert  back  here  if  you  want  a  precise  answer. 

Senator  Leviv.  We  may  ask  additional  questions  for  the  record  on 
that. 

It  has  been  jiroposed  that  U.S.  employees  receive  a  cost-of -living- 
allowance  in  addition  to  the  recruitment  and  retention  differential. 
Why  is  that  needed  ? 

Mr.  Blumeni'eld.  That  is  needed,  sir,  because  after  5  years  the  U.S. 
employees  of  the  Commission  will  no  longer  be  entitled  to  use  the  PX's, 
commissary,  or  postal  services,  wliich  tliey  will  be  permitted  to  use  for 
the  first  5  years.  That  loss  of  availability  to  them  requires,  in  order  to 
maintain  generally  similar  terms  and  conditions  of  employment,  re- 
quires, we  believe,  a  cost-of-living  allowance  to  make  up  for  what  will 
be  the  higher  prices  when  they  go  shopping  in  Panama  versus  shopping 
at  the  PX. 

Senator  Levin.  This  would  be  for  DOD  employees  you  are  talking 
about  ? 

Mr.  Blume>3feld.  Commission  employees  who  will  lose  the  right  to 
shop  at  the  DOD  facilities. 

Senator  Levin.  What  is  the  estimated  cost  for  the  15-year  period  that 
it  would  be  in  effect,  1985  to  2000  ? 

Mr.  Blumenfeld.  I  can  give  you  the  5-year  period  1985  to  1989; 
using  inflationary  factors  that  are  projected  out  for  those  years,  that 
cost  is  $62  million. 

Senator  Levin.  ^Vliat  do  you  estimate  for  the  full  15  years  ? 

]Mr.  Blumenfeld.  If  I  could  supply  that  for  the  record,  it  is  a  matter 
of  applying  the  inflationary  indices  to  those  out  3'ears. 

On  a  constant  dollar  basis,  we  would  be  looking  at  $8  million  a  year 
but,  when  you  apply  the  inflation  indices,  that  figure  goes  up.  I  do  not 
happen  to  have  it  in  front  of  me. 

[The  information  follows :] 

The  Panama  Canal  Company  has  made  no  detailed  study  on  this  subject. 
However,  we  estimate  that  under  the  current  situation,  a  differential  of  16  per- 
cent of  base  pay  would  be  required  to  compensate  for  the  loss  of  benefits.  It  is 
impossible  to  estimate  accurately  the  number  of  U.S.  employees  who  will  be  on 
the  rolls  at  that  time,  but  it  is  safe  to  say  that  the  number  will  not  exceed  2,000. 
Based  on  this  and  on  an  estimated  average  annual  salary  of  $34,255  in  fiscal  year 
1985,  the  COLA  allowance  would  be  $10,277,400  in  1985.  Increases  thereafter  as 
a  consequence  of  inflation  are  likely  to  be  offset  by  attrition  of  the  work  force. 
On  this  basis,  and  again  under  the  assumption  of  no  change  in  differential,  an 
order-of -magnitude  estimate  of  COLA  costs  for  1985-2000  would  be  $154  million. 

Senator  Le^t^n.  You  assume  that  is  going  to  be  covered  by  tolls,  I 
gather.  Is  that  it  ? 

Mr.  Blu^ienfeld.  Yes,  sir. 

Senator  Levin.  That  is  the  reason  you  do  not  take  it  as  a  treaty  cost 
in  your  estimate  of  March  29  ? 

Mr.  Blumenfeld.  That  is  correct;  it  would  not  be  a  cost  to  the 
taxpayer. 
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Senator  Levin.  Why  should  compensation  to  offset  the  increase  in 
the  cost  of  living  not  derive  from  an  increase  in  the  recruitment  and 
retention  differential  rather  than  from  the  separate  cost-of-living 
allowance  ? 

Mr.  Blumenfeld.  The  so-called  tropical  differential  that  exists 
now  has  been  very  effective  as  a  recruitment  and  retention  device.  We 
think  it  should  be  kept  for  that  purpose. 

An  additional  reason  is,  if  this  benefit  is  financed  out  of  the  trop- 
ical differential,  it  would  be  counted  in  the  "high-three"  salary  costs 
on  which  annuities  are  based,  whereas  it  would  not  if  it  is  counted  as 
a  cost-of-living  allowance. 

Ultimately,  therefore,  it  will  be  cheaper  to  finance  it  as  a  cost-of-liv- 
ing allowance. 

Senator  Levin.  Are  prices  at  Department  of  Defense  commissaries 
and  the  PX  comparable  to  Panamanian  stores  ? 

Mr.  Blumenfeld.  I  would  say  generally  that  the  company  stores 
probably  have  somewhat  higher  prices,  but  that  is  based  on  personal 
observation.  I  would  like  to  answer  more  definitively  for  the  record, 
if  I  may. 

Senator  Levin.  When  you  answer  that,  indicate  if  they  are  higher, 
whether  or  not  U.S.  employees  would  not  thereby  be  getting  a  wind- 
fall advantage  through  lower  prices  during  the  first  5  years. 

[The  information  follows :] 

On  the  whole,  we  estimate  that  the  general  price  levels  in  DOD  commissaries 
are  approximately  18  percent  below  the  price  levels  in  PCC  supermarkets.  To 
assess  the  impact,  it  is  necessary  to  also  examine  other  activities.  By  way  of 
illustration,  AAFES  post  exchange  price  levels  run  from  20  percent  to  25  per- 
cent lower  than  those  in  PCC  department  stores.  PX  gas  station  and  cafeteria 
prices,  as  well  as  concessionaire  prices,  are  currently  higher  than  PCC  prices 
(6  cents  more  per  gallon  for  gasoline  and  about  10  percent  higher  in  cafeterias 
and  prices  charged  by  concessionaires).  It  is  evident,  however,  that  any  eco- 
nomic gain  accruing  to  U.S.  citizen  employees  of  the  Commission  who  will  be 
shopping  at  DOD  retail  facilities  will  be  largely  offset  by  the  increase  in  personal 
expenditure  levels  in  such  other  areas  as  insurance  (automobile  and  personal 
liability),  personal  licensing,  and  family  dental  and  medical  costs.  In  addition, 
DOD  retail  facilities  will  have  a  much  more  limited  variety  of  merchandise  than 
that  which  these  employees  have  been  accustomed  to,  which  will  cause  them 
to  shop  for  some  items  in  Panama  where  prices  are  40  percent  to  50  percent 
higher.  ) 

Senator  Levin.  Title  VII,  labor  and  management  relations,  a  series 
of  questions. 

S.  1024  requests  that  much  of  title  VII  of  the  Civil  Service  Keform 
Act  dealing  with  labor-management  relations  be  included  in  a  sepa- 
rate system  to  be  created  by  regulation  for  Panama  Commission 
employees. 

^Vliat  provisions  of  title  VII  are  excluded  by  S.  1024? 

Mr.  Blumenfeld.  S.  1024  picks  up  every  essential  provision  of  title 
VIT.  The  kev  difference  is  that  we  believe  that  there  ouo^ht  to  be  a 
locally  functioning  board  settling  questions  of  negotiability,  and 
settling  jrrievance  disputes,  rather  than  a  Washington-based  FLEA 
as  would  happen  under  title  VII. 

But  other  than  that  difference,  our  proposal  picks  up  all  the  es- 
sential items  of  title  VIL 
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Senator  Levin.  Would  you  supply  for  the  record  any  elements  that 
are  not  picked  up?  In  other  words,  any  items  that  you  do  not  con- 
sider to  be  essential  ? 

Mr.  Blumenfeld.  Yes. 

[The  information  follows :] 

A  number  of  major  features  in  S.  1024  are  essentially  the  same  as  those  in 
Title  VII,  Civil  Service  Reform  Act.  These  include :  unfair  labor  practices ;  em- 
ployee right ;  management  rights ;  criteria  for  exclusive  recognition ;  and  stand- 
ards of  conduct  for  unions.  The  unions  would  also  be  provided  voluntary  dues 
allotment  privileges  but,  as  under  Title  VII,  there  is  no  obligation  for  any  em- 
ployee to  become  a  dues-paying  member  of  the  union. 

a.  The  Administration's  bill  calls  for  a  labor  relations  policy  incorporating 
certain  sections  of  Title  VII.  These  sections  are : 

7102 — Employee  Rights 
7106 — Management  Rights 
7116 — Unfair  Labor  Practices 

7120 — Standards  of  Conduct  for  Labor  Organizations 
and  7131— Official  Time,  paras  (a),  (b)  &  (c) 
We  consider  these  sections  to  be  the  minimum  requirements  of  any  labor  re- 
lations policy.  Their  specific  inclusion  is  not  intended  to  exclude  such  other  pro- 
visions of  Title  VII  as  may  be  incorporated  into  the  final  labor  relations  policy. 

b.  The  draft  policy  being  considered  for  implementation  also  contains  essen- 
tially similar  provisions  (if  not  exact  wording)  of  Title  VII  as: 

7111 — Exclusive  Recognition 
7112 — Bargaining  Unit  Determination 
7115 — Union  Dues  Allotments 
7117 — Duty  to  Bargain 
7119 — Negotiation  Impasses 
7121,  7122 — Grievance  and  Arbitration  Procedures 
and  7135 — Savings  Clause 

These  provisions  have  been  tailored  to  be  responsive  to  the  unique  situation 
in  Panama. 

e.  The  draft  policy  does  not  include  national  consultation  rights  (7113)  since 
the  unions  will  have  exclusive  bargaining  rights  with  the  Panama  Canal  Com- 
mission, at  the  agency  level.  Instead  of  the  Federal  Labor  Relations  Authority 
(7104),  a  Panama  Area  Labor  Relations  Board  will  be  established  as  the  local 
dispute  resolution  apparatus  dedicated  solely  to  the  local  situation.  Judicial 
review  (7123)  is  not  provided  since  it  is  not  know  how  to  seek  enforcement 
through  the  courts  of  the  Board's  rulings  in  this  foreign  setting.  The  draft 
policy  does  not  include  certain  benefits : 

7114— "Weingarten"  right  of  representation 
7131(d)— Unlimited  official  time 

Senator  Levin.  Does  title  VII  now  apply  to  the  Panama  Canal 
Company,  and  Canal  Zone  Governm^ent  ? 

Mr.  Blumenfeld.  It  does  in  theory,  but  FLEA  has  not  issued 
.C'uidelines  or  the  necessaiT  reo^ulations  to  o;et  it  functioning.  There 
has  been  no  union  certified  down  there  under  title  VII. 

As  of  October  1.  were  there  no  legislation,  title  VII  would  cover 
the  U.S.  employees  but  not  the  non-U.S.  employees. 

Senator  Levin.  There  are  a  number  of  other  title  VII  questions 
that  will  be  submitted  to  you  for  the  record. 

Relative  to  the  special  immigration  question  that  was  raised  be- 
fore, how  many  principals  and  dependents  would  be  eligible  for  ad- 
mission to  the  United  States  imder  S.  1024  ? 

Mr.  Blumenfeld.  Our  estimate  is  approximately  61,000,  including 
both  the  employees  and  their  dependents,  would  be  eligible  under 
S.  1024. 
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Senator  Lfa^n.  How  many  of  those  who  would  be  eligible  for  spe- 
cial immigrant  status  would  not  be  eligible  under  current  law? 

]\Ir.  Blumenfeld.  Well 

Senator  Levtx.  Let  me  rephrase  the  question.  Your  answer  is 
61,000.  Was  that  the  figure  you  said  ? 

Mr.  Blumenfeld.  Yes,  sir. 

Senator  Levin.  Was  the  number  of  principals  and  dependents  who 
would  be  eligible  for  admission  to  the  United  States  under  S.  1024  ? 

Mr.  Blusienfeld.  Yes. 

Senator  Levin.  Let  me  ask  you  a  secondary  question  before  I  go 
back.  How  many  of  those  would  be  likely  to  seek  special  immigrant 
status  ? 

]Mr.  Blumenteld.  Our  estimate  is  between  10  and  20  percent. 

Senator  Levin.  Now  let  me  ask  you  how  many  of  those  who  would 
be  eligible  for  special  immigi-ant  status  under  S.  1024  would  not  be 
eligible  under  current  law? 

Mr.  Blumenfeld.  Existing  law  does  provide  for  case-by-case  deter- 
mination by  the  Secretary  of  State  for  people  who  have  served  hon- 
orably for  15  years.  I  cannot  give  you,  based  on  experience  to  date, 
the  number  who  have  immigrated  under  that  j)rovision.  It  is  very 
small,  if  it  exists  at  all. 

So  it  is  a  very  difficult  question  to  answer. 

Senator  Levin.  Is  there  any  way  to  find  out  the  answer  to  that  ? 

]\Ir.  Bluimenfeld.  We  will  get  you  the  best  answer  that  we  can; 
3'es,  sir. 

Senator  Levin.  We  will  ask  Governor  Parfitt  and  see  if  he  can  help 
us.  If  he  cannot,  perhaps  you  can  dig  into  your  records. 

]Mr.  Blumenfeld.  Yes,  sir. 

[The  information  follows :] 

There  are  no  statistical  data  on  the  specific  numt)er  of  employees  eligible  for 
immigration  within  the  scope  of  section  101  (a)  (27)  (d)  of  the  Immigration 
and  Nationality  Act.  It  would  appear  that  special  immigrant  status  could  be 
accorded  to  most  employees— on  a  case-by-case  basis — with  at  least  15  years  of 
government  employment,  provided  that  the  individual  concerned  performed  such 
service  in  a  faithful  manner.  Changes  brought  about  by  the  Treaty  would  in 
themselves  constitute  "exceptional  circumstances"  as  required  in  the  cited  sec- 
tion. However,  the  waiver  of  the  Public  Charge,  physical  defect,  disease,  or  dis- 
ability provisions  of  the  Act  are  only  waived  by  S.  1024  and  H.R.  111. 

Senator  Levin.  Would  you  favor  placing  a  cap  on  the  nmnber  of 
immigrants  to  be  admitted  under  this  provision  ? 

Mr.  Blumenfeld.  I  would  not  favor  such  a  cap.  I  would  think  that 
the  10  to  20  percent  is  certain  the  maximinn  of  those  who  would  exercise 
the  eligibility.  I  would  guess  that  it  would  run  closer  to  the  10  percent 
than  the  20.  I  do  not  believe  a  cap  is  necessary  given  those  numbers. 

Senator  Levin.  Do  you  think  that  the  number  that  would  accept 
that  offer  would  be  evenly  spread  throughout  the  20-year  period,  or 
tliev  would  be  front  loaded  ? 

]Mr.  Blumenfeld.  I  would  expect  that  there  would  be  some  front 
loading. 

Senator  Levin.  Would  you  support  a  cap  per  year  on  that  proA'ision  ? 

Mr.  BLiTisrENFELD.  We  would  prefer  not  to. 

Senator  Levin.  Would  you  give  us  some  thinking  on  that  question  ? 
The  House  reduced  that  fisure 
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Mr.  Blumenfeld.  To  7,500. 

Senator  Levin.  7,500,  from  61,000. 

Would  you  give  us  some  tliinking  on  how  we  could  put  a  cap  yearly 
witlx  some  front  loading  so  that  we  would  meet  some  of  the  coiicerns 
of  the  House  and  at  the  same  time  try  to  make  it  broader  than  the 
House  ? 

Mr.  Blumenfeld.  We  will  certainly  try  and  frame  some  options 
without  saying  we  would  support  any  of  them. 

Senator  Levin.  Eight.  That  would  be  helpful,  if  you  would  do  that. 

[The  information  follows :] 

The  administration's  proposed  legislation  on  immigration  was  very  carefully 
developed  in  order  to  balance  out  obligations  to  dedicated  employees  with  our 
need  to  minimize  the  number  of  individuals  eligible  to  immigrate.  The  concern 
and  the  need  for  special  immigration  is  focused  on  the  West  Indians ;  but  it  is 
difficult,  if  not  impossible,  to  write  legislation  which  will  apply  only  to  employees 
of  specified  ethnic  descent.  What  we  really  want  to  do  is  ease  problems  of  people 
who  are  least  assimilated  into  the  Panamanian  culture  and  society. 

Options  requested  on  the  Immigration  issue  follow  : 

Provisions  as  printed  in  S.  1024. 

Provisions  in  H.R,  111  without  cap  of  75,000. 

Provisions  as  printed  in  S.  1024  less  those  personnel  retiring  prior  to  April  1, 
1979. 

Only  those  personnel  and  dependents  residing  in  the  Canal  Zone  who  have  more 
than  one  year  service  on  April  1, 1979. 

An  annual,  sliding  quota,  with  a  total  cap  could  be  applied  to  any  of  the  four 
primary  options  above  to  recognize  more  immigrations  in  the  transition  period 
than  in  subsequent  years.  Example:  FY  1980-1982  3000  per  annum;  FY  1983- 
FY  2000  1000  per  annum.  Provided  that  total  fiscal  year  19S0-fiscal  year  2000 
may  not  exceed  12,500. 

We  are  not  proposing  any  options  other  than  the  first  two. 

Senator  Levin.  S.  1024  permits  the  Department  of  Defense  to  modify 
existing  leave  and  travel  benefits  for  employees  who  are  transferred  to 
the  Department  and  the  Company  and  the  Canal  Zone  Government.  Is 
this  consistent  that  treatment  would  be  less  favorable  ? 

Mr.  Blumenfeld.  Yes ;  I  think  so.  That  does  not  mean  that  every 
specific  benefit  must  remain  identical. 

Senator  Levin.  Is  it  consistent  to  representations  to  the  employees 
during  the  ratification  period? 

Mr.  Blumenfeld.  Yes ;  it  is. 

Senator  Levin.  What  were  those  representations  ? 

Mr,  Blumenfeld.  The  representations  were  the  preservation  to  the 
maximum  extent  possible  of  terms  and  conditions,  but  in  with  recog- 
nition that  there  would  be  a  phasein  of  transferred  employees  to  the 
systems  and  picking  of  the  agency  that  is  picking  up  those  employees. 

Senator  Levin.  Were  there  statements  made  in  writing  to  the  em- 
ployees relative  to  this  subject  by  the  Department? 

i\Ir.  Blumenfeld.  Yes.  There  was  at  least  one  set  of  assurances  pub- 
lished in  March  1977, 1  believe.  There  was  one  set  following  that  date. 

I  can  provide  the  committee  with  copies  of  those,  if  you  would  like. 

Senator  Levin.  We  would  appreciate  that.  All  representations  made 
to  the  employees,  not  necessarily  individual  letters,  but  any  general 
representations. 

[The  material  follows :] 

The  assurances  and  guarantees  issued  to  employees  are  attached  as  Inclosures 
1  (employee  assurances  under  the  new  treaty),  2  (leave  system  for  employees 
transferred  to  DOD)  and  3  (placement  assistance  for  employees  affected  by  the 
new  treaty). 
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Panama  Canal  Compant, 
Canal  Zone,  December  8, 1977. 
Memorandum  to  all  employees : 

The  Acting  Assistant  Secretary  of  the  Army  (Civil  Works)  has  furnished  the 
following  information  for  dissemination  to  the  employees  concerned  on  the  sub- 
ject of  leave  for  employees  who  would  be  transferred  to  Department  of  Defense 
organizations  under  a  new  treaty. 

"A  Department  of  Defense/Secretary  of  the  Army  position  has  been  developed 
with  respect  to  the  employee  leave  system  which  would  be  applicable  to  Panama 
Canal  Company/Canal  Zone  Government  employees  transferring  to  Department 
of  Defense  organizations  as  a  result  of  the  new  Panama  Canal  Treaty. 

"Rather  than  an  immediate  changeover  in  leave  system,  which  is  normal  in 
interagency  personnel  transfer  actions,  a  compromise  approach  has  been  agreed 
upon  which  recognizes  the  established  leave  benefits  of  Company/Government 
employees  Vviiile  also  acknowledging  the  legitimate  concerns  of  the  Department  of 
Defense  in  providing  an  equitable  and  uniform  leave  system  among  all  its 
employees. 

"In  view  of  the  above,  a  transitional  employee  leave  system  has  been  developed 
which  would  eventually  place  all  transferred  employees,  with  the  exception  of 
teachers,  on  the  regular  Civil  Service  employee  leave  system.  The  proposed 
transitional  system  has  the  following  ba.sic  components  : 

"1.  Employees  with  over  15  years  of  Federal  service  would,  effective  upon 
transfer  to  a  Department  of  Defense  agency,  earn  208  hours  of  regular  leave  and 
104  hours  of  sick  leave  annually.  These  are  the  maximum  earned  imder  the 
current  Civil  Service  annual  and  sick  leave  system  and  reflect  a  combined  leave 
which  is  28  hours  more  than  the  284  hours  provided  annually  under  the  Canal 
Enterprise  leave  system. 

"2.  Employees  with  less  than  15  years  of  Federal  service  would,  effective  upon 
transfer  to  a  Defense  agency,  earn  180  hours  of  regular  leave  and  104  hours  of 
sick  leave  annually.  This  reflects  a  combined  leave  of  284  hours  which  is  equal 
to  the  annual  leave  under  the  Canal  Enterprise  system. 

"3.  Home  leave  will  continue  to  be  accrued  at  the  current  annual  rate  of  40 
hours,  however,  the  current  SO  hours  carry-over  maximum  is  eliminated  and 
there  is  no  limit  on  the  amount  of  home  leave  which  can  be  accrued  under  the 
Department  of  Defense  system. 

"4.  Home  leave  travel  time  will  be  authorized  on  the  basis  of  actual  travel 
time  required  (not  chargeable  to  leave)  and  regardless  of  length  of  stay. 

"5.  Employees  would  be  allowed  to  transfer  their  accrued  annual  and  home 
leave  balancas  as  of  the  date  of  the  transfer.  The  maximum  amount  of  annual 
leave  which  can  be  accrued  by  the  employee  and  carried  over  to  the  new  leave 
year  would  he  760  hours.  If  the  employee  carries  over  a  lesser  amount  of  hours, 
this  would  be  his  new  maximum  leave  balance  xnitil  such  time  as  the  maximum 
which  can  be  accrued  under  the  Department  of  Defense  system  is  reached  (360 
hours  for  those  employees  entitled  to  home  leave  and  240  hours  for  all  others). 
"6.  Three  year.s  after  the  effective  date  of  the  treaty,  all  transferred  employees 
would  be  converted  to  the  Department  of  Defense  leave  system.  (Over  15  years 
service — 208  hours  of  regular  leave  and  104  hours  of  sick  leave  annually,  3  to 
15  years  of  service — 160  hours  of  regular  leave  and  104  hours  of  sick  leave 
annually.)" 

H.  R.  Parfitt,  Governor.    - 


Administration  Announcement  Concerning  Placement  Assistance  for  U.S. 
Citizen  Employees  Affected  by  Canal  Treaty 

Article  X.7.  of  the  Treaty  provides  that  U.S.  citizen  employees  involuntarily 
separated  from  the  Panama  Canal  Company  or  the  Canal  Zone  Government  will 
receive  assistance  for  the  life  of  the  Treaty  to  the  maximum  extent  feasible,  in 
obtaining  other  positions  in  the  U.S.  Government. 

While  all  details  of  the  outplacement  program  and  procedures  have  not  been 
worked  out,  it  has  been  decided  that  the  key  elements  of  the  program  will  be  as 
follows : 

Employees  of  the  Panama  Canal  Company,  the  Canal  Zone  Government,  and 
the  Department  of  Defense  who  are  involuntarily  separated  as  a  direct  result 
of  treaty  implementation  will  be  entered  into  the  Civil  Service  Commission's 
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Displaced  Employee  Program  (DEP) .  They  will  be  allowed  to  register  in  1  of  the 
10  Civil  Service  geographic  regions  and  Washington,  D.C.,  or  2  geographic  re- 
gions. They  will  be  able  to  register  in  5  civil  service  job  classification  categories. 
Department  of  Defense  employees  will  also  be  registered  in  that  agency's  Priority 
Placement  Program. 

Agencies  which  have  vacancies  in  geographic  areas  and  occupational  cate- 
gories for  which  employees  have  been  registered  will  not  be  permitted  to  fill 
vacancies  by  any  means,  with  certain  exceptions  such  as  those  required  by  law, 
except  by  hiring  a  qualified  displaced  employee  from  the  Panama  Canal  Zone. 

United  States  citizen  employees  of  the  Panama  Canal  Commission,  Canal 
Zone  Government  or  Panama  Canal  Company  who  wish  to  leave  the  Canal 
Zone  voluntarily  will  receive  placement  assistance  similar  to  that  which  is 
currently  being  provided  to  employees  in  Philadelphia  and  Kansas  City  who 
are  being  separated  because  of  base  closures.  That  is,  agencies  which  have 
vacancies  in  the  geographic  areas  and  in  the  occupational  categories  for  which 
these  employees  have  registered  will  not  be  able  to  fill  them  by  hiring  appli- 
cants from  outside  the  agency.  However,  the  agencies  will  be  free  to  fill  their 
vacancies  by  internal  actions  such  as  promotion  or  reassignment  of  their  own 
employees. 

Employees  of  the  Department  of  Defense  who  are  U.S.  citizens  and  who 
wish  to  leave  the  Canal  Zone  voluntarily  will  be  provided  placement  assistance 
through  the  Department  of  Defense  Priority  Placement  Program.  Employees 
of  Federal  agencies  other  than  the  Panama  Canal  Company/Canal  Zone  Govern- 
ment and  Department  of  Defense  will  receive  assistance  from  their  own 
agencies. 

This  program  will  be  open  to  employees  in  the  Canal  Zone  Merit  System 
and  to  competitive  employees  serving  under  career  or  career-conditional  ap- 
pointments and  excepted  employees  who  have  competitive  status  and  are  serv- 
ing with  comparable  tenure. 

Employees  who  are  involuntarily  separated  can  register  as  soon  as  it  becomes 
clear  that  they  will  be  separated  but  no  later  than  90  days  after  the  effective 
date  of  the  separation.  Employees  who  wish  to  voluntarily  leave  will  be  per- 
mitted to  register  for  placement  assistance  for  a  period  of  up  to  3  years  from 
the  date  the  treaties  are  ratified. 

An  employee  who  declines  any  offer  for  which  he  has  indicated  availability  will 
be  removed  from  the  entire  program.  An  employee  who  accepts  any  full-time 
permanent  Federal  position  will  be  removed  from  the  entire  program. 

United  States  citizen  employees  who  do  not  have  status  under  either  the  U.S. 
Competitive  Civil  Service  or  the  Canal  Zone  Merit  System  are  not  eligible  to  be 
reassigned  noncompetitively  into  such  positions  without  passing  a  competi- 
tive Civil  Service  examination.  In  the  case  of  teachers  and  school  oflScers  in 
the  Canal  Zone  School  System,  those  who  do  not  desire  to  continue  teaching  in 
the  Department  of  Defense  School  System  in  Panama  will  be  offered  placement 
assistance  in  other  Department  of  Defense  overseas  schools  throughout  the 
world. 


PANAMA  CANAL  INFORMATION  OFFICE 

The  following  statement  of  assurances  for  U.S.  employees  has  been  furnished 
to  the  Governor  by  the  Secretary  of  the  Army  with  the  approval  of  the  treaty 
negotiators  for  immediate  discrimination.  A  listing  of  items  pertaining  to  non- 
U.S.  employees  will  be  provided  in  the  near  future. 

ASSURANCES  FOB  U.S.  CITIZEN  EMPLOYEES  OF  THE  PANAMA  CANAL  COMPANY/CANAL 
ZONE  GOVERNMENT  OR  ITS  SUCCESSOR  AGENCY,  THE  PANAMA  CANAL  COMMISSION, 
UNDER   A    NEW    PANAMA   CANAL   TREATY,    AUGUST    18,  197  7 

1.  Schooling  and  medical  care  will  be  provided  by  the  United  States  Govern- 
ment, probably  DOD,  for  United  States  citizen  employees  of  the  Panama  Canal 
Commission  and  tlieir  dependents. 

2.  United  States  citizen  employees  of  the  Panama  Canal  Commission  will  be 
provided  with  adequate  housing  at  a  reasonable  cost. 

3.  United  States  citizen  employees  of  the  Panama  Canal  Commission  and 
their  dependents  will  have  the  use  of  military  service  facilities ;  however,  use  of 
post  exchanges,  commissaries  and  military  post  offices  will  be  discontinued  for 
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such  employees  and  their  dependents  five  years  after  the  effective  date  of  the 

treaty. 

4.  Legislation  will  be  sought  by  the  Office  of  the  Secretary  of  the  Army  which 
would  provide  that  after  the  first  five  years  of  the  treaty  period  additional  com- 
pensation or  allowances  will  be  made  available  to  United  States  citizen  employees 
of  the  Panama  Canal  Commission  in  order  to  offset  the  cost  of  living  increase 
that  will  result  from  the  loss  of  military  post  exchange,  commissary  and  postal 
privileges. 

5.  United  States  citizen  employees  of  the  Panama  Canal  Commission  and  their 
dependents  will  be  exempted  from  Panamanian  tax  on  any  income  derived  from : 

The  Canal  operation  or  other  United  States  Government  agencies,  and 
Sources  outside  the  Republic  of  Panama. 

6.  In  connection  with  offenses  arising  from  acts  or  omissions  punishable  under 
the  laws  of  the  Republic  of  Panama,  United  States  citizen  employees  of  the  Pan- 
ama Canal  Commission  and  their  dependents  will  be  entitled  to  specific  proce- 
dural guarantees,  which  are  described  in  the  treaty  and  related  agreements,  such 
as  prompt  and  speedy  trial,  specific  charges,  cross-examination  of  witnesses  and 
legal  representation  of  choice. 

7.  United  States  citizen  employees  of  the  Panama  Canal  Commission  and 
dependents  who  may  be  considered  to  be  dual  nationals  will  have  the  same  status 
under  the  new  treaty  as  those  of  exclusive  United  States  citizenship. 

8.  United  States  citizen  employees  of  the  Panama  Canal  Commission  will  con- 
tinue to  be  covered  by  the  Civil  Service  Retirement  System. 

9.  Civil  Service  Commission  approval  will  be  sought  to  provide  priority  place- 
ment consideration  for  appropriate  vacancies  with  the  United  States  Govern- 
ment in  the  United  States  for  any  U.S.  citizen  employee  on  the  rolls  of  the  Pan- 
ama Canal  Company/Canal  Zone  Government  at  the  time  the  new  treaty  enters 
into  effect  who  separated  from  employment  anytime  during  the  life  of  the  treaty 
for  any  reason  other  than  misconduct  or  delinquency  and  who  is  not  placed  in 
another  appropriate  position  with  the  United  States  Government  in  the  Republic 
of  Panama. 

10.  The  OflSce  of  the  Secretary  of  the  Army  will  propose  legislation  which 
will  provide  that  the  following  benefits  be  continued  for  employees  on  the  rolls 
of  the  Panama  Canal  Company/Canal  Zone  Government  at  the  time  the  new 
treaty  enters  into  effect  at  a  minimum  no  less  favorable  than  that  in  force  im- 
mediately prior  to  the  effective  date  of  the  treaty : 

Wage  rates. 

Tropical  differential. 

Premium  pay  and  night  differential. 

Reinstatement  and  restoration  rights. 

Injury  and  death  compensation  benefits. 

Leave,  travel,  transportation  and  repatriation  benefits. 

Group  health  and  life  insurance. 

Reduction  in  force  rights ;  employee  grievance  system,  and  the  right  to 
appeal  adverse  and  disciplinary  actions  as  well  as  position  classification 
actions. 

Veterans  preference  eligibility. 

Holidays. 

Saved  pay  provisions. 

Severance  pay  benefits. 

11.  Legislation  will  also  be  sought  by  the  Olfice  of  the  Secretary  of  the  Army 
to  provide  educational  travel  benefits  in  the  form  of  one  round  trip  each  year 
for  dependents  of  eligible  United  States  citizen  employees  of  the  Panama  Canal 
Commission  who  attend  schools  and  colleges  in  the  United  States. 

12.  All  eligible  employees  are  guaranteed  by  current  regulation  reduction-in- 
force  and  reassigTiment  rights,  transfer  of  function  rights,  and  discontinued 
service  retirement  following  involuntary  separation.  In  addition,  the  Civil 
Service  Commission  will  be  requested  to  authorize  "early  optional  retirement" 
for  eligible  employees  to  minimize  the  adverse  impact  on  those  employees  of 
Canal  enterprise  activities  which  are  scheduled  for  elimination,  reduction  or 
transfer. 

Senator  Levin.  Would  you  explain  the  differences  between  the 
company's  leave  and  travel  system  and  that  of  the  Department  of 
Defense  ? 
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Mr.  Blumenfeld.  Yes. 

The  company — if  you  will  give  me  a  moment  ?  [Pause.] 

Fundamentally,  the  company  has  a  leave  system  which  does  not 
differentiate  between  sick  leave  and  annual  leave  and  which  totals 
284  hours  of  leave  per  year  for  each  employee. 

The  Defense  system  follows  the  Civil  Service  sj^'stem.  The  amount 
of  annual  leave  varies  with  length  of  service.  With  up  to  3  years 
of  service  it  is  13  days ;  12  to  14  years  of  service,  20  days ;  15  years  or 
more  of  service,  26  days,  in  addition  to  which  there  is  13  days  of 
sick  leave. 

Senator  Levin.  The  balance  of  the  questions  will  be  submitted  to 
you  in  writing  by  us  in  this  area.  However,  I  want  to  quickly — 
because  there  is  a  rollcall  going  on — ask  you  some  questions  about 
provisions  of  the  House  bill  that  might  be  inconsistent,  or  viewed 
inconsistent,  with  the  treaties. 

First  of  all,  the  question  of  the  direction  by  the  Secretary  of  De- 
fense of  the  Board  and  of  the  Commission.  You  have  heard  Mr. 
Christopher's  views  on  this.  Do  you  concur  with  those  views? 

Ml'.  Blumenfeld.  I  do. 

Senator  Levin.  Do  you  also  concur  with  his  views  relative  to  the  con- 
tingency payment  to  Panama  and  the  attaching  of  any  additional  con- 
ditions to  that  payment  ? 

]Mr.  Blumenfeld.  I  do. 

Senator  Levin.  So  that  provisions  which,  for  instance,  would  malre 
that  payment  to  Panama  contingent  not  only  on  the  conditions  in  the 
treaty,  but  for  instance  on  Panama  paying  us  all  of  tlie  costs  of  imple- 
mentation or  Panama  not  interfering  in  the  rights  of  domestic  policy 
or  on  the  premises  of  other  countries,  that  that  also,  in  jouv  opinion, 
would  be  a  violation  of  the  treaty  ? 

jSIr.  Blumenfeld.  In  my  personal  opinion,  it  would  be.  I  will  defer 
to  State  as  the  arbiter  of  what  violates  and  does  not  violate  a  treaty. 

Senator  Levin.  What  provisions  of  the  treaty  w^ould  be  violated,  in 
your  opinion,  by  the  additional  conditions  attached  to  the  contingency 
payment  ?  Would  your  view  be  the  same  on  that  as  Mr.  Christopher's  ? 

Mr.  Blumenfeld.  Article  XIII  4(c)  of  the  treaty. 

Senator  Levin.  The  administration  bill  repeals  sections  34  and  35  of 
title  II  of  the  existing  Panama  Canal  Zone  Code  dealing  with  the 
authority  of  the  President  and  the  Governor  of  the  Canal  Zone  over 
certain  military  activities.  Do  you  feel  those  are  no  longer  necessary  ? 

Mr.  Blumenfeld.  I  do. 

Senator  Levin.  "Wliy  ? 

Mr.  Blumenfeld.  For  the  reasons  that  Messrs.  Duncan  and  Christo- 
pher and  General  Dolvin  alluded  to  earlier.  They  are  not  necessary 
because  if  the  Secretary  of  Defense  has  the  oversight  responsibility  for 
the  canal  and  has  his  role  as  head  of  the  military,  has  that  hat  on  at  the 
same  time,  it  is  not  necessary  that  we  continue  those  sections  of  the 
Canal  Zone  Code. 

The  security  of  the  canal,  the  defense  of  the  canal,  can  be  adequately 
coordinated  as  we  have  it  in  S.  1024. 

Senator  Levin.  Do  you  believe  it  is  necessary — putting  aside  the 
question  of  whether  it  is  a  treaty  violation — do  you  feel  it  is  necessary 
for  the  Secretary  of  Defense  to  have  the  power  to  direct  actions  by  the 
IBoard  or  by  the  Commission  ? 
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I  am  not  talking  about  the  American  members,  but  the  Board  and 
the  Commission  placed  in  the  Murphy  bill  ? 

]\Ir.  Blumenfeld.  No.  I  do  not  believe  he  needs,  or  should  have,  that 
directive  authority. 

Senator  Levin.  Why  not  ? 

Mr.  Blumenfeld.  I  think  that  the  treaty  established  the  Commission 
as  a  U.S.  agency,  with  a  U.S.  majority  on  the  Board,  but  clearly  ex- 
pected the  Commission  to  be  setting  policies  relative  to  the  operations 
of  the  canal.  The  language  in  the  Murphy  bill,  certainly  carried  to  its 
extreme,  would  give  more  directive  authority  even  over  the  purchase 
of  paper  clips  or  any  other  aspect  of  operations  than  is  contemplated 
under  the  treaty. 

Senator  Levin.  Returning  now  to  the  question  of  control  of  the 
Board  and  the  canal,  I  want  to  ask  you  a  general  question  and,  if  you 
cannot  answer  it  generally,  you  can  elaborate  at  a  later  time. 

From  an  operational  point  of  view,  would  U.S.  defense  capability, 
under  any  circumstances,  be  hampered  by  the  absence  of  the  statutory 
authority  in  sections  34  and  35  of  title  II  ? 

Mr.  Blumenfeld.  In  general,  no,  it  would  not  be  so  hampered. 

Senator  Levin.  Do  you  want  to  elaborate  on  that  specifically  in 
writing? 

Mr.  Blumenfeld.  Yes,  sir. 

Senator  Levin.  That  would  be  helpful. 

[The  information  follows:] 

The  United  States  has  sufficient  authority  to  defend  the  Canal  under  Article  IV 
of  the  Canal  Treaty,  and  under  the  Neutrality  Treaty.  We  need  not  circumvent 
the  Board  of  the  Commission  and  Panama's  involvement  in  it  to  defend  the  Canal. 

The  President  of  the  United  States — who  appoints  and  may  remove  the  Canal 
Administrator  and  the  U.S.  military  commander — has  ample  authority  to  see  to  it 
tha  the  defense  and  operational  requirements  of  the  Canal  continue  to  be  clo.sely 
coordinated.  Through  the  Commission  Board,  the  United  States  could  ensure  that 
a  standing  order  would  be  issued  to  all  Commission  employees  to  comply  with 
all  Canal  defense  requirements  as  defined  by  the  Canal  defense  forces.  If  neces- 
sary, the  President  could  appoint  military  officers  to  serve  on  the  Board  and  in 
top  managerial  positions  in  the  Commission. 

However,  if  the  President  should  appoint  a  military  officer  to  assure  exclu.sive 
authority  over  the  operation  of  the  Canal,  a  violation  of  the  letter  and  spirit  of 
the  Panama  Canal  Treaty  would  result.  Article  111(3)  of  the  Treaty  provides 
that  the  United  States  shall  carry  out  its  responsibilities  through  the  Panama 
Canal  Commission,  supervised  by  a  nine-member  Board  composed  of  five  Ameri- 
cans and  four  Panamanians.  Thus,  the  question  is  largely  one  of  form  and  pro- 
cedure. The  United  States  has  ample  authoi-ity  under  the  Treaty  to  defend  the 
Canal  and  assure  unity  of  command.  That  authority  should  be  exercised  through 
the  mechanisms  established  in  the  Treaty,  and  not  through  some  other  procedure. 
Displacing  the  Commission  from  its  operations  responsibility  entirely  would  be 
inconsistent  with  this  Treaty  provision. 

[Questions  with  answers  supplied  follow  :] 

QtJESTioNS   Submitted  by   Senator   John  C.   Stennis  ;   Answers   Supplied  by 

Charles  W.  Duncan,  Jr. 

Chairman  Stennis.  The  administration  bill  repeals  a  provision  of  law  which 
allows  the  President  to  place  the  operation  of  the  Canal  under  the  control  of  a 
military  officer  in  wartime.  Why  was  this  provision  repealed? 

Answer.  This  provision  was  repealed  because  it  violates  the  provisions  of  the 
Panama  Canal  Treaties  of  1977. 

Chairman  Stennis.  Is  it  the  judgment  of  the  Department  of  Defen.se  that  the 
Treaty  gives  us  sufficient  authority  to  defend  the  Canal  in  time  of  war  or  threat 
of  war? 
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Answer.  The  United  States  has  sufficient  authority  to  defend  the  Canal  under 
Article  IV  of  the  Canal  Treaty,  and  under  the  Neutrality  Treaty.  We  need  not 
circumvent  the  Board  of  the  Commission  and  Panama's  involvement  in  it  to 
defend  the  Canal. 

The  President  of  the  United  States — vpho  appoints  and  may  remove  the  Canal 
Administrator  and  the  U.S.  military  commander — has  ample  authority  to  see  to  it 
that  the  defense  and  operational  requirements  of  the  Canal  continue  to  be  closely 
coordinated.  Through  the  Commission  Board,  the  United  States  could  ensure  that 
a  standing  order  would  be  issued  to  all  Commission  employees  to  comply  with  all 
Canal  defense  requirements  as  defined  by  the  Canal  defense  forces.  If  necessary, 
the  President  could  appoint  military  officers  to  serve  on  the  Board  and  in  top 
managerial  positions  in  the  Commission. 

However,  if  the  President  should  appoint  a  military  officer  to  assure  exclusive 
authority  over  the  operations  of  the  Canal,  a  violation  of  the  spirit  and  intent 
of  the  Panama  Canal  Treaty  would  result.  Article  111(3)  of  the  Treaty  provides 
that  the  United  States  shall  carry  out  its  responsibilities  through  the  Panama 
Canal  Commission,  supervised  by  a  nine-member  Board  composed  of  five  Ameri- 
cans and  four  Panamanians.  Thus,  the  question  is  largely  one  of  form  and  pro- 
cedure. The  United  States  has  ample  authority  under  the  Treaty  to  defend  the 
Canal  and  assure  unity  of  command.  That  authority  should  be  exercised  through 
the  mechanisms  established  in  the  Treaty,  and  not  through  some  other  proce- 
dure. Displacing  the  Commission  from  its  operations  responsibility  entirely  would 
be  inconsistent  with  this  Treaty  provision. 

Chairman  Stennis.  The  Department  of  Defense  will  assume  major  new 
responsibilities  as  of  October  1  of  this  year,  including  operation  of  the  schools 
and  hospitals  for  U.S.  employees  in  Panama.  How  are  these  transition  plans 
proceeding? 

Answer.  These  transition  plans  are  proceeding  smoothly.  Committees  have 
been  formed  representing  major  functions  to  be  transferred  which  are  monitoring 
programs  in  all  areas. 

Chairman  Stennis.  Will  DOD  be  able  to  assume  the.se  new  responsibilities 
smoothly  beginning  October  1st? 

Answer.  DOD  can  assume  these  new  responsibilities  smoothly  begining  1  Octo- 
ber 1979  provided  legislation  is  passed  in  a  timely  fashion  that  does  not  include 
crippling  amendments. 

Chairman  Stennis.  There  has  been  some  controversy  about  the  benefits  offered 
those  employees  who  accompany  the  transferred  functions  from  the  Pannma 
Canal  Company  to  the  Department  of  Defense.  As  I  understand  the  administra- 
tion proposal,  these  employees- — ^teachers,  for  example — will  not  retain  the  same 
wage  base  and,  while  not  losing  pay,  would  go  on  a  different  pay  increase 
schedule  after  transfer. 

I  under.'-^tand  that  the  same  is  true  of  other  benefits.  Does  this  not  violate  the 
Treaty  provision  in  Article  X  saying  that  working  conditions  for  U.S.  employees 
will  be  '"generally  no  less  favorable"  under  the  Treaty  than  before? 

Was  the  decision  to  reduce  some  of  these  benefits  based  purely  on  the  cost 
factors? 

Answek.  The  provisions  offered  to  present  employees  under  the  administration 
bill  would  not  reduce  employee  benefits  below  what  they  were  receiving  on  1  <  )efo- 
ber  1979.  Therefore,  the  administration's  proposal  is  in  conformity  in  Article  X 
of  the  treaty. 

The  administration's  decisions  were  not  based  purely  on  cost  factors.  Con- 
sideration was  also  given  to  the  problem  of  integrating  these  transferred  em- 
ployees into  the  Department  of  Defense  system  in  such  a  fashion  that  it  would 
not  be  necessary  to  have  two  separate  personnel  systems  in  Panama  for  the 
duration  of  the  Canal  Treaties.  The  pay  system  used  by  the  Canal  Zone  Schools 
System  is  different  from  that  used  by  the  Department  of  Defense  Overseas 
Dependents  Schools  System.  Pay  for  the  Canal  Zone  Schools  is  presently  based 
on  pay  rates  paid  by  the  District  of  Columbia  Public  Schools  System.  Pay  for 
DoD  schools  is  derived  from  rates  paid  by  public  school  systems  in  the  TTnited 
States  which  serve  urban  centers  of  100,000  population  or  more.  The  rates  paid 
by  the  Canal  Zone  schools  are  much  higher  than  the  rates  paid  l)y  the  DoD  schools 
which  will  operate  the  schools  beginning  on  October  1.  1979.  In  mei'ging  rhe 
Canal  Zone  teachers  into  the  DoD  System,  an  arrangement  had  been  worked  out 
with  the  American  Federation  of  Teachers,  representing  the  teachers  in  the  Cj^nal 
Zone,  whereby  they  would  retain  their  current  base  and  lie  granted  one-half  of 
the  salary  increases  granted  by  DoD  until  pay  comparability  is  reached. 
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Employees  of  the  Panama  Canal  Company/Canal  Zone  Government  currently 
receive  five  days  of  paid  travel  each  time  they  take  home  leave  in  the  United 
State?:.  DoD  planned  to  change  this  for  those  employees  transferring  to  DoD, 
providing  them  with  actual  travel  time  to  their  home  of  record  in  the  United 
States.  This  is  the  same  benefit  currently  provided  to  DoD  employees. 

The  Administration's  proposed  implementing  legislation  contained  the  neces- 
sary authority  to  make  this  change.  The  provisions  in  the  House  Bill  would 
preclude  it. 

The  House  Bill  would  require  DoD  to  maintain  two  completely  different  pay 
systems  for  the  life  of  the  Treaty,  one  for  those  employees  who  are  transferring 
to  DoD  and  one  for  other  DoD  teachers.  Currently,  teachers  with  the  Canal  Zone 
Schools  System  receive  salaries  several  thousand  dollars  higher  than  DoD 
teachers.  For  example,  a  teacher  in  the  DoDDS  with  4  years'  experience  and  a 
bachelor's  degree  would  have  a  base  pay  of  $11,550  while  a  similar  teacher  with 
the  CZSS  would  have  a  base  pay  of  $13,758— a  difference  of  $2,208.  With  about 
700  teachers  transferring,  this  would  cost  DoD  as  much  as  $1.5  million  a  year. 
Additional  administrative  expenses  would  be  required  to  establish  and  maintain 
the  tvi'o  separate  pay  systems.  The  3-4  days  additional  travel  time  every  other 
year  would  result  in  a  net  loss  of  approximately  1,840  man-days  of  production 
time  annually  or  approximately  $100,000. 

Chairman  Stennis.  It  is  our  understanding  that  the  administration  bill  is 
premised  on  the  minimum  wage  law  not  being  applicable  to  non-U. S.  citizen 
employees  in  Panama  after  October  1st.  Is  that  correct? 

Answer.  That  is  correct. 

Chairman  Stennis.  Does  this  mean  that  the  administration  advocates  reduc- 
ing the  wages  of  Panamanian  employees  after  October  1st? 

Answer.  The  administration  does  not  propose  to  reduce  the  wages  of  Panama 
■employees  who  are  working  for  the  Panama  Canal  Company/Panama  Canal 
Government  on  October  1.  However,  the  administration  proposes  not  to  continue 
the  provisions  of  the  Fair  Labor  Standards  Act  after  October  1, 1979. 

Chairman  Stennis.  Does  that  policy  not  violate  the  Treaty  requirement  that 
there  be  no  discrimination  on  the  basis  of  nationality  in  wages  and  benefits? 

Answer.  No.  This  policy  would  apply  equally  to  Panamanian  and  U.S.  em- 
ployees who  are  hired  in  Panama. 

Chairman  Stennis.  What  is  the  Department  of  Defense's  policy  worldwide 
with  regard  to  wage  levels  for  foreign  nationals  employed  by  us?  Do  you  not 
think  a  case  can  be  made  that  Panama  is  different  from  the  normal  U.S.  foreign- 
based  operation? 

Answer.  The  Department  of  Defense  pays  locality  wages  for  foreign  na- 
tionals in  all  parts  of  the  world.  However,  it  is  true  that  the  situation  in  Panama 
is  different  from  a  normal  U.S.  foreign  based  operation.  This  is  why  the 
administration  proposes  to  continue  paying  wages  in  excess  of  locality  wages 
in  Panama.  However,  it  does  not  seem  necessary  to  continue  U.S.  Fair  Labor 
Standards  Act  procedures  for  the  future. 

Chairman  Stennis.  If  the  Congress  goes  along  with  the  Administration's 
recommendation  on  the  minimum  wage  question,  what  in  general  will  be  the 
Department  of  Defense's  wage  policy  during  the  life  of  the  Treaty?  How  will 
this  policy  affect  the  development  of  the  Panamanian  economy? 

Answer.  If  the  Fair  Labor  Standards  Act  is  eliminated  in  accordance  with 
the  administration's  recommendations,  DoD  would  propose  to  pay  a  flexilile  wage 
in  Panama  which  would  exceed  the  Panama  minimum  wage  for  unskilled  workers. 
Skilled  workers  would  be  integrated  into  the  system  at  higher  wages  so  as  to 
insure  that  DoD  could  hire  adequate  personnel  to  meet  its  reqiiirements. 

The  Republic  of  Panama,  encouraged  by  union  oflScials,  supports  the  wage  policy 
in  H.R.  Ill  since  it  results  in  the  maximum  infusion  to  the  Panamanian  economy. 
In  point  of  fact,  all  proposals  being  considered  by  Department  of  Defense  oflficials 
offer  substantally  higher  wage  rates  than  are  prevalent  on  the  local  economy. 
The  Department  of  State,  however,  has  indicated  that  something  less  than  the 
minimum  wage  under  FLSA  will  satisfy  the  economic  and  politcal  concerns  of 
Panama. 

Chairman  Stennis.  There  has  been  some  fear  expressed  by  the  United  States 
that  the  Department  does  not  intend  to  continue  the  Canal  Zone  College  or  that 
it  intends  to  drastically  increase  student  charges.  What  is  the  Department's  policy 
concerning  this  college? 

An s WES.  DoD  plans  to  continue  operation  of  the  Canal  Zone  College. 
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QuESTio^^s   Submitted  by   Senator  John   C.   Stennis,   Answers   Supplied  by 

Warren  M.   Christopher 

Chairman  Stennis.  Secretary  Christopher,  could  you  give  us  a  status  report 
on  the  transition  for  Treaty  implementation  as  of  today  ?  How  are  we  progress- 
ing in  elaborate  preparations  that  will  be  needed  for  the  changeover  on  October 
1st? 

Answer.  Implementing  the  Treaties  of  1977  will  cause  a  large  body  of  new 
arrangements  to  be  put  into  effect  on  October  1.  Thereby,  we  have  a  unique  oppor- 
tunity to  enhance  security,  continuity  and  efficiency  of  Canal  operations.  Our 
success  will  be  determined  in  large  measure  by  how  satisfactorily  we  coordinate 
Treaty  matters  within  the  USG  and  between  ourselves  and  Panama. 

Useful  preparation  has  been  made  by  United  States  and  Panamanian  officials 
to  cope  with  the  operational  changes  which  will  occur  on  October  1.  Beginning 
in  early  197S  dozens  of  U.S.  and  Panamanian  officials  have  been  working  in  some 
30  binatioual  committees  to  identify  and  complete  the  tasks  needed  to  be  accom- 
plished to  ensure  a  smooth  transition  on  October  1.  They  function  under  the 
Working  Group,  the  informal  predecessor  to  the  Coordinating  Committee  estab- 
lished under  the  Agreement  in  Implementation  of  Article  III  of  the  Treaty. 
This  Group  serves  as  the  link  between  the  essentially  technical  personnel  of  the 
U.S.  Panama  Canal  organization  and  the  Panama  Canal  Authority — the  Pana- 
manian agency  entity  established  in  September  1978  to  coordinate  the  activities 
of  all  its  government's  instrumentalities  involved. 

Similar  actions  have  been  initiated  respecting  the  military  tasks  to  be  under- 
taken in  accordance  with  Article  IV  of  the  Treaty.  This  Article  directs  the  estab- 
lishment of  the  Combined  Board,  a  binatioual  committee  charged  with  facilitating 
the  participation  and  cooperation  of  the  armed  forces  of  both  countries.  Further 
the  Agreement  in  Implementation  of  Article  IV  establishes  another  body,  the 
Joint  Committee,  with  functions  similar  to  those  of  the  Coordinating  Committee. 

Within  the  United  States  Government  several  agencies  have  been  working 
harmoniously  to  make  plans  in  anticipation  of  the  Treaty's  entering  into  force 
on  October  1.  It  is  planned  that  the  Department  of  Defense  will  have  responsibil- 
itv  for  defense  of  the  Canal  as  well  as  oversight  of  the  operating  agency,  the 
Panama  Canal  Commission.  It  is  also  expected  that  other  agencies  will  be 
involved. 

Panama  has  demonstrated  its  intent  to  honor  its  commitments  and  obligations 
under  the  Treaty.  President  Royo  and  his  Government  have  sought  to  reassure 
American  employees  about  the  situation  which  will  prevail  after  October  1.  Pan- 
ama has  adopted  a  forthcoming  and  liberal  attitude  towards  the  non-profit  benev- 
olent, recreational,  and  church  organizations  which  are  of  great  importance 
to  the  quality  of  life  of  the  Americans  working  for  the  Canal.  Panama  has  also  co- 
operated in  promptly  negotiating  and  signing  three  agreements  called  for  under 
the  new  Treaty  arrangements :  a  new  civil  aviation  agreement  which  provides 
for  the  five-year  phasing  over  to  Panama  of  our  present  air  traffic  control  in 
Panama's  air  space,  a  Treaty  under  which  Americans  and  Panamanians  convicted 
of  crimes  in  each  other's  courts  may  serve  their  sentences  in  their  own  countries, 
and  an  agreement  providing  for  a  permanent  cemetery  at  Corozal  in  the  present 
Canal  Zone  for  the  remains  of  U.S.  citizens  and  their  families. 

Ill  summary,  the  close  cooperation  between  the  two  governments  has  been  far 
better  than  either  side  would  have  expected  at  the  time  the  Treaties  were  being 
negotiated.  Much  work  remains  to  be  done,  however,  and  some  important  details 
can  be  resolved  only  after  our  implemeting  legislation  has  been  enacted. 

Chairman  Stennis.  Since  under  the  Treaty  the  Board  of  Directors  is  supposed 
to  make  decisions  regarding  operation  of  the  Canal,  what  will  be  the  role  of  the 
Department  of  Defense  in  supervising  the  Commission  ? 

Answer.  The  Panama  Canal  Treaty  provides  (Article  11(3) )  that  the  United 
States  shall  carry  out  its  Canal  responsibilities  by  means  of  a  United  States  Gov- 
ernment agency,  the  Panama  Canal  Commission,  constituted  by  and  in  conformity 
with  the  laws  of  the  United  States.  The  Treaty  is  silent  concerning  U.S.  Gov- 
ernment organization  to  exercise  these  responsibilities.  S.  1024  does  not  specify 
which  Executive  Branch  department  will  exercise  oversight  responsibilities  with 
regard  to  the  Commission,  it  is  the  intention  of  the  President  that  the  Department 
of  Defense  will  do  so.  The  Secretary  of  Army  would  serve  as  Chairman  of  the 
Commission  Board  and  would  report  through  the  Secretary  of  Defense  to  the 
President. 
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Chairman  Stennis.  Will  the  Secretary  of  Defense  be  able  to  instruct  the  U.S. 
members  of  the  Board  on  business  judgments  that  do  not  involve  overall  U.S. 

Answer.  If  legislation  reflecting  the  approach  of  S.  1024  should  l)e  enacted  into 
law  the  Administration  intends  to  have  the  Secretary  of  Defense,  or  his  desig- 
nated agent,  exercise  general  oversight  over  the  activities  of  the  Panama  Canal 
Commission,  including  its  Supervisory  Board.  In  this  eventuality  the  five-member 
American  majoritv  of  the  Board  would  l)e  composed  of  representatives  of  the 
Departments  of  Defense,  State,  Treasury,  Commerce  and  Transportation.  These 
Board  members  would  act  pursuant  to  guidance  developed  through  inter-agency 
coordination.  Whenever  important  matters  involving  United  States  Government 
policy  or  United  States  interests  were  involved,  the  American  members  of  the 
Board  would  therefore  vote  as  a  bloc. 

We  do  not  exclude  the  possibility  that  there  might  be  decisions  in  which  no 
important  U.S.  interest  was  involved :  in  that  case,  it  would  be  possible  for  each 
Board  member  to  vote  on  the  basis  of  individual  preference.  But  whenever  the 
Secretary  of  Defense  chose  to  exercise  his  oversight  responsibility,  bloc  voting 
would  prevail. 

Under  H.R.  Ill  as  adopted  by  the  House  of  Representatives,  the  United  States 
members  of  the  Supervisory  Board  would  be  required  in  every  instance  to  cast 
their  votes  as  directed  by  the  Secretary  of  Defense  or  his  designee. 

Chairman  Stennis.  Will  the  Secretary  of  Defense  be  able  to  instruct  the  Pan- 
amanian members  of  the  Board? 

Answer.  ITnder  S.  1024  and  H.R.  Ill  as  adopted  by  the  House,  the  Secretary  of 
Defense  would  not  instruct  Panamanian  Board  members. 

Chairman  Stennis.  Since  the  Treaty  was  first  made  public,  there  has  been 
considerable  debate  concerning  the  implementing  costs  and  what  proportion  of 
those  costs  will  be  borne  by  the  taxpayer.  A  number  of  estimates  have  been  revised 
over  the  last  two  years. 

I  wonder  if  you  could  give  us  an  overall  summary  of  the  cost  of  the  treaties, 
focusing  on  those  cost  items  that  will  be  paid  through  appropriations? 

Does  the  Administration  agree  with  estimates  appearing  in  the  GAO  report  of 
June  4.  1979? 

Answer.  On  March  29.  1979,  the  Administration  published  an  exhaustive  esti- 
mate of  net  additional  cost  requirements  payable  from  the  general  fund  of  the 
Treasury  for  the  life  of  the  Treaty.  The  estimate  concluded  that  the  net  amount 
of  additional  appropriated  funds  for  the  FY  1979-99  period  would  be  ,$S70.7  mil- 
lion or  roughly  $42  million  per  year,  consisting  of  the  following  cost  elements  sub- 
ject to  appropriations : 

Millions 

(1)  DOD  requirements .$T.^i7.  0 

(2)  Personnel    requirements 209.0 

(3)  Other  costs 1^7 

(4)  Less  savings  attributed  to  the  Treaty (111.  0) 

Net   costs $S70.  7 

It  should  be  noted  that  Treaty  costs  such  as  payments  to  Panama,  and  costs 
directly  related  to  the  operation  of  the  Canal  will  be  funded  from  tolls  not  tax- 
payer dollars. 

With  respect  to  the  GAO  report,  we  agree  for  the  most  part  with  the  data  pre- 
sented therein.  However,  the  GAO  report  does  not  categorize  the  elements  of  its 
estimate  by  funding  source.  It  lumps  expenditure  items  funded  by  appropriations 
with  those  funded  by  tolls. 

Chairman  Stennis.  The  Administration  bill  provides  for  special  immigra- 
tion rights  to  certain  Panamanian  employees  of  the  Company.  Could  you  give 
us  some  background  on  this  provision? 

Answer.  The  special  immigration  provisions  of  the  bill  are  designed  to  take 
accoimt  of  the  special  situation  of  a  large  number  of  descendants  of  West 
Indians  who  wero  brought  to  Panama  to  construct  the  Canal.  This  group  has 
stayed  to  work  with  the  Ignited  States  Government  agencies  in  the  Canal  Zone. 
Its  meralters  have  not  assimilated  into  Panama — many  speak  no  Spanish — and 
some  fear  that  because  of  their  past  association  with  the  United  States  that 
tlipv  will  be  discriminated  against  under  the  new  Treaty  arrangements. 

Because  n  number  of  tliese  individuals  will  lose  their  jobs  under  the  terms  of 
the  Treaty  and  may  not  wish  to  continue  to  live  In  Panama,  the  special  immi- 
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gratioii  provisions  have  been  included  in  the  bill  in  order  to  deal  fairly  w^ith  a 
group  who  have  served  the  United  States  and  the  Canal  faithfully  for  many 
years,  and  who  will  be  adversely  affected  by  the  special  circumstances  of  the 
Treaty. 

Chairman  Stennis.  Why  is  it  necessary  to  make  special  provisions  for  these 
persons  ? 

Answer.  The  employees  of  principal  concern  are  the  descendants  of  "West 
Indians  who  were  brought  to  Panama  as  laborers  to  build  the  Canal,  Since 
that  time  they  have  continued  to  work  for  the  Canal  Company  and  the  Canal 
Zone  Government.  Historically  affiliated  with  the  U.S.  presence  in  Panama,  most 
have  not  become  assimilated  into  Panamanian  society — in  fact,  many  do  not 
speak  Spanish.  Nevertheless,  having  been  born  in  the  Canal  Zone  or  Panama, 
they  are  Panamanian  nationals.  As  of  October  1  they  will  all  be  living  under 
Panamanian  jurisdiction. 

The  bulk  of  those  eligible  for  special  immigrant  status  will  be  persons  retired 
from  employment  with  the  U.S.  Government.  Many  of  these  individuals,  especially 
members  of  the  Canal  Zone  police  force,  are  concerned  that  they  will  be  dis- 
criminated against  once  they  come  under  Panamanian  jurisdiction.  The  legisla- 
tion fulfills  our  moral  responsibility  to  meet  these  concerns. 

Chairman  Stennis.  How  many  special  immigrants  does  the  Administration 
estimate  will  be  involved? 

Answer.  The  Army  estimates  that  a  maximum  of  about  60,000  (including  de- 
pendents) will  be  eligible  for  special  immigrant  status  under  S.  1024.  While  we 
cannot  predict  with  a  high  degree  of  accuracy  how  many  eligible  persons  will 
avail  themselves  of  these  provisions,  the  Army  expects  that  only  10  to  20  percent 
of  this  number  will  take  advantage  of  the  option. 

H.R.  Ill  as  it  passed  the  Hou.se  places  a  ceiling  of  7,500  on  the  number  of 
principal  immigrants. 

Chairman  Stennis.  It  has  been  argued  that  it  is  unfair  to  make  special  ar- 
rangements for  these  Panamanians  during  a  time  when  many  other  groups  of 
persons  around  the  world  who  wish  to  come  to  the  United  States  will  not  be 
allowed  to  do  so.  Why  is  this  situation  different? 

Answer.  As  noted  above,  this  group  has  historically  identified  itself  with  the 
United  States  in  Panama  and  has  not  become  assimilated  into  Panamanian 
society.  These  are  United  States  Government  employees  who  have  served  faith- 
fully, whose  jobs  are  being  eliminated,  and  whose  whole  way  of  life  is  being 
drastically  altered  by  the  Treaties  for  reasons  beyond  their  control.  For  these 
reasons,  we  believe  we  have  a  special  obligation  to  this  group  of  employees  in 
this  unique  situation. 

Questions    Submitted   by    Senator   Carl   Levin,    Answers    Supplied    by 

Warren  M.  Christopher 

Question.  Number  one,  the  provision  for  control  of  the  Board  and  a  Commis- 
sion by  the  Secretary  of  Defense.  Any  Treaty  language,  any  discussions,  any 
negotiations  relative  to  the  intent  of  the  Treaty  that  relate  to  that  question  as  to 
whether  or  not  that  is  a  Treaty  violation. 

Answer.  Article  III  of  the  Treaty  states  that  the  United  States  shall  carry  out 
its  responsibilities  of  operating  and  maintaining  the  Canal  through  the  Panama 
Canal  Commission,  an  agency  of  the  United  States  established  in  accordance  with 
U.S.  law.  Article  III  further  provides  that  the  Commission  shall  be  supervised  by 
a  Board.  Panama  is  guaranteed  a  minority  representation  on  the  Board. 

Section  101  of  H.R.  Ill  establishes  the  Panama  Canal  Commission  under  the 
"general  supervision"  of  a  supervisory  board  and  subject  to  the  "direction"  of 
the  Secretary  of  Defense.  Section  102  states  that  the  supervisory  board  shall  act 
under  the  direction  of  the  Set?retary  of  Defense.  A  question  has  been  raised  con- 
cerning whether  these  provisions  are  consistent  with  the  Treaty. 

The  composition  of  the  Commission  and  its  Board  was  the  result  of  a  com- 
promise. One  of  the  principal  objectives  of  the  U.S.  negotiators  was  to  establish 
the  Canal  operating  entity  as  an  agency  of  the  United  States,  subject  to  U.S. 
law.  For  its  part.  Panama  desired  very  strongly  to  participate  in  the  manage- 
ment of  the  Canal  enterprise. 

Tlie  structure  of  the  Commission  reflects  a  compromise  between  these  two 
objectives.  Panama  agreed  to  an  entity  which  would  be  an  agency  of  the  United 
States  subject  to  U.S.  law,  and  supervised  by  a  Board  on  which  U.S.  representa- 
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tives  would  constitute  a  majority.  In  return,  Panama  was  guaranteed  a  minority 
representation  on  the  Commission  Board  and  the  right  to  name  the  Commission 
Deputy  Administrator  and,  after  1990,  its  Administrator. 

It  was  contemplated  by  both  parties  that  the  Commission  would  not  be  an 
autonomous  free-standing  agency,  but  would  rather  be  established  as  a  com- 
ponent of  the  Executive  Branch  of  the  United  States  Government.  It  is  withm 
the  competence  of  the  United  States  to  determine  the  manner  in  which  the 
Commission  will  be  integrated  into  the  Executive  Branch. 

The  intent  of  Section  101  of  H.R.  Ill  as  stated  in  the  Committee  report  is  to 
"Plac[e]  the  responsibility  for  executive  oversight  of  Canal  operations  in  the 
Secretary  of  Defense."  This  is  entirely  consistent  with  the  Treaty.  The  language 
chosen  to  carry  out  this  intent,  however,  is  inappropriate.  By  assigning  respon- 
sibility for  the  "direction"  of  the  Commission  to  the  Secretary  of  Defense,  the 
House  bill  creates  an  ambiguity  between  the  general  oversight  function  which 
the  Secretary  of  Defense  (or  some  other  component  of  the  Executive  Branch) 
should  properly  exercise,  and  the  supervisory  responsibility  which  the  Treaty 
assigns  to  the  Board.  The  term  "direction"  implies  a  degree  of  supervision  and 
oversight  which  may  interfere  with  the  responsibility  of  the  Board  to  supervise 
the  Commission.  Although  the  Treaty  clearly  permits  the  Executive  Branch  to 
exercise  oversight  over  the  Commission,  it  does  not  permit  a  form  of  oversight 
which  is  so  pervasive  that  it  eclipses  the  role  of  the  Board.  Such  an  arrangement 
would  result  in  a  denial  of  Panama's  right  to  participate  in  a  minority  role  in  the 
management  of  the  Canal. 

It  is  clear  from  the  report  of  the  Committee  on  Merchant  Marine  and  Fisheries 
that  the  Committee  did  not  intend  to  establish  an  oversight  relationship  which 
would  be  inconsistent  with  the  Treaty.  A  modification  of  the  terminology  in 
Sections  101  and  102  of  the  House  bill  will  avoid  any  such  implication. 

Aside  from  the  issue  of  consistency  with  the  Treaty,  we  believe  that  statutory 
designation  of  a  particular  agency  as  having  oversight  responsibility  is  unneces- 
sary. Under  S.  1024,  the  Administration  bill,  oversight  responsibility  would  be 
vested  in  the  President  as  stockholder  of  the  Commission.  The  President  has 
announced  his  intent  to  delegate  this  responsibility  to  the  Secretary  of  the 
Army  reporting  through  the  Secretary  of  Defense.  We  believe  that  it  is  prefer- 
able to  retain  flexibility  to  modify  the  oversight  relationship  if  experience  under 
the  Treaty  indicates  that  this  is  desirable. 

A  closely  related  question  is  presented  by  Section  108  of  H.R.  111.  That  sec- 
tion authorizes  the  President  in  time  of  actual  or  potential  liostilities  to  desig- 
nate a  military  ofiicer  to  assume  exclusive  jurisdiction  over  the  operation  of  the 
Canal.  As  expressed  in  the  Committee  Report,  the  intent  of  this  provision  is  to 
insure  that  responsibilities  of  the  United  States  to  operate  and  to  defend  the 
Canal  are  properly  integrated.  This  intent  is  entirely  consistent  with  the  Treaty. 
The  manner  by  which  it  is  carried  out  in  Section  108  however,  is  not  fully  con- 
sistent with  the  provision  of  the  Treaty  vesting  a  supervisory  responsibility  in 
the  Commission's  Board,  and  guaranteeing  Panama  a  minority  representation 
on  the  Board. 

Under  Section  108,  if  it  were  applied  literally,  the  military  officer  designated 
could  completely  supplant  the  Board  and  the  Commission,  not  only  in  matters 
pertaining  to  defense,  but  in  all  aspects  of  Canal  operation.  Such  an  arrange- 
ment would  deprive  the  Board  of  the  authority  vested  in  it  by  the  Treaty  and 
deny  Panama  its  right  of  participation. 

It  seems  clear  from  the  Committee  report  that  the  intent  of  Section  10«  is 
more  limited.  The  report  cites  two  occasions  in  the  past  when  existing  statutory 
authority  was  invoked  to  insure  that  the  Canal  operation  was  responsive  to 
defense  needs.  In  both  cases,  the  subordination  of  Canal  mnnaGrement  to  the 
military  authorities  was  limited  in  practice  to  situations  involving  the  needs 
and  priorities  of  our  forces.  Responsibility  for  normal  management  and  opera- 
tion of  the  Canal  remain  vestpd  in  the  Panajna  Canal  Company. 

The  objectives  of  Section  lOS  can  be  accomplished  without  the  enactment  of 
a  provision  which  suggests  that  the  Tinlfed  States  misrht  rt^place  the  Commission 
and  its  Board.  Indeed,  there  is  no  need  for  any  specific  legislation  to  accomplish 
this  obipctive.  The  Secretary  of  Defense  is  responsible  both  for  the  oversight  of 
the  Commission  and  for  the  defense  of  the  Canal,  thus  insuring  unity  of  com- 
mand. The  United  States,  through  its  majority  on  the  Board,  can  and  should 
establish  procedures  at  the  Board's  first  meeting  which  insure  that  the  Com- 
mission is  fully  responsive  to  the  directives  of  the  area  military  commander  in 
time  of  war  or  when  war  is  imminent. 
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Question:  Are  provisions  in  H.R.  Ill  which  impose  conditions  on  our  obliga- 
tion to  make  payments  to  Panama  consistent  with  the  Treaty  V 

Answer.  As  a  general  proposition,  neither  Party  to  a  treaty  has  the  right  to 
impose  conditions  on  the  performance  of  its  treaty  obligations,  monetary  or 
otherwise,  beyond  those  which  are  imposed  by  the  treaty  itself.  Article  XIII, 
paragraph  4  of  the  Panama  Canal  Treaty  provides  that  "The  Republic  of  Panama 
shall  receive  . . .  from  the  Panama  Canal  Commission  . . .  : 

(a)  an  annual  amouut  to  be  paid  out  of  Canal  operating  revenues  computed 
at  a  rate  of  thirty  hundredths  of  a  United  States  dollar  ($0.30)  per  Panama 
Canal  net  ton  .  .  .  for  each  vessel  transiting  the  Canal  .  .  . 

(&)  a  fixed  annuity  of  ten  million  United  States  dollars  ($10,000,000)  to  be 
paid  out  of  Canal  operating  revenues  . . . 

(c)  an  annual  amount  of  up  to  ten  million  United  States  dollars  ($10,000,000) 
per  year  to  be  paid  out  of  Canal  operating  revenues  to  the  extent  that  such  reve- 
nues exceed  expenditures  of  the  Panama  Canal  Commission.  .  .  ." 

Thus,  the  Commission,  a  United  States  agency,  is  obligated  to  make  these 
payments  subject  only  to  the  condition  that  they  be  paid  out  of  Canal  operating 
revenues  and,  in  the  case  of  the  payments  specified  in  Article  XIII (4)  (c),  that 
such  revenues  exceed  the  expenditures  of  the  Commission. 

Section  250(g)  of  H.R.  Ill,  as  amended  on  the  House  floor,  would  require  a 
cut  off  of  payments  to  Panama  under  Article  XIII  in  the  event  that  the  President, 
or  the  Congress  by  concurrent  resolution,  determines  that  Panama  is  interfering 
in  the  internal  affairs  of  other  states.  Clearly,  no  such  condition  on  the  perform- 
ance of  U.S.  obligations  to  make  the  aforementioned  payments  is  contemplated 
by  the  language  of  the  Treaty.  Moreover,  nothing  in  the  negotiation  or  legislative 
history  of  Article  XIII  of  the  Treaty  would  support  the  imposition  of  any  such 
condition  upon  the  U.S.  obligation  to  make  these  payments.  The  United  States  has 
no  right  to  impose  such  a  condition  any  more  than  Panama  has  the  right  to  con- 
dition the  performance  of  its  obligations  under  the  Treaty  on  conduct  of  the 
United  States  extraneous  to  the  Treaty  relationship. 

In  our  view,  Section  250(e)  of  H.R.  Ill  is  also  inconsistent  with  Article  XIII 
of  tlie  Treaty,  but  the  basis  for  our  conclusion  in  this  regard  is  somewhat  differ- 
ent from  that  regarding  Section  250(g)  stated  above.  Section  250(e)  seeks  to 
define  various  items  as  "expenditures  of  the  Commission"  for  purposes  of  deter- 
mining whether  a  surplus  of  Canal  operating  revenues  over  expenditures  exists 
under  Article  XIII (4)  (c)  of  the  Treaty.  Thus,  that  provision  of  the  House  bill 
recognizes  that  the  only  condition  which  may  be  imposed  with  respect  to  this  pay- 
ment is  that  which  the  Treaty  itself  sets  forth,  i.e.,  the  existence  of  a  surplus  of 
Canal  operating  revenues  over  expenditures.  It  defines  as  "expenditures",  how- 
ever, several  items  which  in  our  view  may  not  so  be  defined  consistent  with  the 
terms  of  the  Treaty.  In  this  regard,  we  believe  that  a  brief  summary  of  back- 
ground information  concerning  Article  XIII (4)  (c)   would  be  useful. 

The  U.S.  Treaty  negotiators  insisted  that  payments  to  Panama  for  the  use  of 
its  territory  be  drawn  entirely  from  Canal  revenues,  and  that  these  payments 
not  result  in  a  tolls  increase  which  would  divert  a  significant  amount  of  trafiic 
from  the  Canal.  The  U.S.  negotiators  took  the  position  that  a  fixed  annuity  of 
$10  million  per  year,  and  a  variable  annuity  of  $.30  per  ton  was  the  maximum 
amount  which  could  be  paid  under  these  criteria.  The  Panamanian  negotiators 
accepted  the  concept  that  these  payments  should  be  financed  from  the  revenues  of 
the  Canal  operation.  They  believed,  however,  that  Panama  was  entitled  to  a 
greater  return  for  the  use  of  its  territory,  and  that  the  Canal  enterprise  would 
generate  sufficient  revenues  to  justify  a  higher  payment  without  any  significant 
diversion  of  traffic. 

Tliis  difference  of  opinion  regarding  the  revenue  capacity  of  the  Canal  led  to 
a  compromise  which  is  incorporated  in  Article  XIII (4)  (c)  of  the  Treaty.  Under 
that  provision  Panama  will  receive  up  to  $10  million  per  year  in  addition  to  the 
fixed  and  variable  payments,  but  only  to  the  extent  that  operating  revenues  of 
the  Canal  enterprise  exceed  its  exi)enditures. 

The  term  "expenditures"  is  not  specifically  defined  in  the  Treaty.  The  United 
States,  as  an  aspect  of  its  right  to  manage  and  operate  the  Canal,  has  broad  dis- 
cretion in  establishing  an  accounting  system  for  the  Commission  which  wouM 
determine  which  costs  will  be  treated  as  "expenditures"  for  the  purpose  of  this 
provision.  This  discretion  is  not  unlimited,  however.  The  term  "expenditure"  wrw 
used  by  the  negotiators  in  light  of  the  historical  practice  of  the  United  States  in 
operating  the  Canal.  The  general  principle  is  that  only  costs  which  are  reasonably 
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related  to  the  operation,  management  or  maintenance  of  the  Canal  could  be 
treated  as  "expenditures". 

The  understanding  of  the  parties  with  regard  to  the  Article  XIII (4)  (c)  pay- 
ment was  clarified  during  the  Senate  debate  of  last  year.  An  understanding  was 
attached  to  the  Treaty  which  stated  that  the  United  States  was  not  obligated  to 
set  tolls  at  a  level  sufficient  to  generate  all  or  any  portion  of  the  payment  de- 
scribed in  Article  XIII(4)  (c).  This  understanding  was  specifically  accepted  by 
Panama  at  the  time  instruments  of  ratification  were  exchanged  on  June  16,  1978. 
Nothing  in  the  Senate  deliate  on  this  issue,  however,  would  support  any  con- 
clusion that  the  legislative  intent  of  the  Senate  was  to  permit  the  United  States 
to  define  as  "expenditures"  of  the  Commission  for  purposes  of  Article  XIII  (4)  (c) 
items  which  are  not  reasonably  attributable  to  the  operation,  management,  or 
maintenance  of  the  Canal. 

Tlie  diflSculty  with  Section  250(e)  of  H.R.  Ill  derives  primarily  from  its  refer- 
ence to  Section  236  of  the  bill  for  the  purpose  of  defining  expenditures.  Section 
236  requires  the  GAO  to  report  to  the  Congress  annually  on  the  total  cost  to  the 
United  States  of  exercising  its  rights  and  carrying  out  its  responsibilities  under 
the  Panama  Canal  Treaty.  Throughout  the  history  of  the  Canal,  the  United 
States  has  never  sought  to  finance  the  cost  of  Canal  defense  from  Canal  revenues. 
The  cost  of  property  transferred  to  Panama  cannot  in  any  sense  be  considered  an 
"expenditure  of  the  Commission"  ;  property  transferred  to  Panama  by  the  Treaty 
is  to  be  transferred  "without  charge"  (Article  XIII,  paragraph  2) . 

Th'e  effect  of  Section  250(e)  of  H.R.  Ill  would  be  to  require  that  in  the  event 
that  the  Canal  were  to  generate  a  surplus  of  operating  revenues  over  expendi- 
tures in  any  given  year,  such  surplus  would  be  paid  into  the  United  States 
Treasury  rather  than  to  the  Republic  of  Panama  as  required  by  Article  XIII 
(4)  (c)  of  the  Treaty.  Such  action  would  clearly  be  inconsistent  with  our  olili- 
gations  under  that  provision  of  the  Treaty  and,  it  should  be  nofed,  would  not  in 
any  event  significantly  benefit  the  United  States.  As  indicated  above,  the  United 
States  is  not  obligated  to  set  tolls  at  a  level  designed  to  produce  a  surplus  of 
revenues  over  expenditures  and  both  H.R.  Ill  and  the  Administration  bill 
(S.  1024)  would  prohibit  the  Commission  from  doing  .so.  Accordingly,  it  is 
highly  unlikely  that  any  significant  surplus  would  ever  be  generated  by  the 
Commission.  To  the  'extent  that  small  surpluses  might  be  generated  on"  rare 
occasions  during  the  life  of  the  Treaty,  Section  250(e)  of  H.R.  Ill  would  require 
that  we  withhold  them  from  Panama  in  breach  of  our  Treaty  obligations  and 
without  any  significant  benefit  to  the  United  States  Treasury. 

Question.  Thirdly,  relative  to  the  question  of  the  transfer  of  property,  if  you 
would  be  so  kind  to  give  us  your  position  in  some  detail  it  would  be  appreciated. 

Answer.  It  is,  and  has  been,  the  position  of  the  Administration  that  prop- 
erty may  be  transferred  by  a  self-executing  treaty,  i.ie.,  one  which  does  not 
require  the  enactment  of  a  subsequent  statute  in  order  to  be  legally  effective. 
The  Panama  Canal  Treaty  was  drafted  so  as  to  be  self-executing  -^ith  regard 
to  the  transfer  of  property.  During  debate  in  the  Senate  on  the  Treaty,  th'e 
Senate  accepted  the  position  of  the  Administration  and  rejected  an  amendment 
to  the  Treaty  which  would  have  required  that  both  Houses  approve  th'e  trans- 
fers of  property  required  by  the  Treaty.  The  position  taken  by  the  Senate  and 
the  Administration  was  upheld  by  the  U.S.  Court  of  Appeals  for  the  District  of 
Columbia  in  Edimrds  v.  Oorfpr.  .'SO  F.2d  10.~)5.  cert,  denied  OS  Sup.  Ct.  2240 
(_107S).  The  Court  based  its  holding  primarily  on  the  debates  in  the  Constitu- 
tional Convention  concerning  the  Treatv  and  property  disposal  clauses  and  on 
the  large  number  of  prior  treaties  which  have  transferred  property  without 
legislation.  The  Supreme  Court  declined  to  review  the  decision  of  the  Court  of 
Apneals. 

Recnuse  the  provisions  of  the  Treaty  which  transfer  property  are  self- 
executing,  the  Administration's  bill.  S.  1024,  has  no  provisions  concerning  prop- 
ertv  transfer.  Section  373  of  H.R.  Ill  seeks  to  prohibit  the  transfer  of  property 
in  Panama  except  pursuant  to  a  subsequent  law  enacted  by  Congress.  Section  374 
of  the  House  Inll  approves  those  transfers  which  are  required  by  the  Treaty  on 
the  date  of 'entry  into  force. 

These  sections  of  H.R.  Ill  are  clearly  not  required  by  the  Constitution.  Al- 
thmisrh  they  do  not  necessitate  a  violation  of  the  Treaty,  they  are  inconsistent 
with  it  in  a  general  sense  since  thev  imply  that  M'e  have  an  option  r'egnrding 
transfers  required  by  the  Treaty.  This  is  not  the  case.  Our  obligations  are 
unrinaiifif^d. 

If  Section  .373  of  H.R.  Ill  were  enacted  and  authorization  for  a  required  trans- 
fer were  refused,  the  implementing  legislation  would  be  in  conflict  with  the  Treatv. 
The  effect  of  this  conflict  may  be  largely  academic,  however. 
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Our  present  right  to  use  property  in  Panama  for  the  operation  and  defense  of 
the  Canal  arises  from  the  1903  Treaty.  In  addition,  we  hold  title  to  some  of 
the  laud  which  that  Treaty  grants  us  the  right  to  use. 

Our  use  rights  under  the  1903  Treaty  will  terminate  when  the  1977  Treaty 
enters  into  force.  New  use  rights  are  granted  by  the  latter  Treaty.  Under  the 
Treaty,  these  terminate  at  various  times  during  its  life.  The  1977  Treaty  also 
transfers  whatever  title  the  U.S.  presently  has  to  areas  in  Panama  at  such  time 
as  our  right  to  use  that  property  ceases.  In  some  cases  title  is  transferred  upon 
entry  into  force  of  the  Treaty,  in  others  during  the  life  of  the  Treaty,  and  in  the 
remainder,  upon  its  termination. 

Section  373  will  not  prolong  our  rights  under  either  the  1903  or  the  1977  Treaty 
to  use  areas  within  Panama.  These  rights  arise  solely  from  the  Treaties  and 
terminate  according  to  their  terms,  regardless  of  whether  the  U.S.  continues  to 
hold  title  to  areas  in  Panama.  If  Section  373  were  enacted  and  a  transfer  required 
by  the  Treaty  on  a  certain  date  is  not  authorized  by  Congress,  the  U.S.  would 
retain  at  most  a  claim  to  title  to  the  areas  in  question.  This  claim  would  be  based 
on  the  domestic  law  of  the  U.S.  and  may  not  be  valid  under  international  law. 
Even  if  valid,  this  claim  will  not  result  in  a  continuation  of  U.S.  use  rights.  These 
will  terminate  solely  in  accordance  with  the  Treaty.  Without  these  rights,  the 
retention  of  title  is  largely  meaningless. 


Questions  Submitted  by  Senator  John  Tower,  Answers  Supplied  by 

Warren  M.  Christopher 

Question.  What  major  problems  have  surfaced  as  the  bilateral  working  groups 
have  met  and  prepared  for  the  October  1  changes? 

Answer.  The  Agreement  in  Implementation  of  Article  III  of  the  Treaty  estab- 
lishes a  Coordinating  Committee  to  provide  the  necessary  technical  interface 
between  the  Panama  Canal  Commission  and  the  Panamanian  Government  for 
matters  relating  to  the  Canal's  operation. 

Anticipating  the  need  for  considerable  preparatory  work,  Panama  and  the 
United  States  established  last  year  the  Binational  Working  Group  (BWG)  as  the 
predecessor  to  the  Coordinating  Committee. 

The  BWG  is  charged  with  making  the  technical  preparations  for  the  changes 
in  activities  and  functions  planned  when  the  Panama  Canal  Treaty  enters  into 
force.  The  Working  Group  and  its  many  subcommittees  are  composed  primarily 
of  technical  personnel  from  the  Panama  Canal  Company/Canal  Zone  Government 
and  various  Panamanian  Government  agencies,  including  the  Panama  Canal  Au- 
thority which  is  the  Panamanian  entity  primarily  responsible  for  Treaty-related 
matters. 

The  BWG  is  guided  by  the  terms  of  the  Canal  Treaty,  as  amended  by  the  Senate 
and  formally  ratified  by  both  Governments.  When  it  is  unable  to  resolve  differ- 
ences they  are  referred  to  other  Government  channels. 

The  principal  problems  facing  the  BWG  have  been  to  identify  the  major  areas 
of  preliminary  planning  required  to  carry  out  the  Treaties,  to  break  down  the 
agreed  planning  tasks  into  stages,  and  to  seek  common  conceptual  approaches  to 
the  problems  involved. 

Cooperation  within  the  BWG  has  been  good  and  the  results  thus  far  have 
been  satisfactory.  For  example,  Panama  has  been  forthcoming  in  offering  favor- 
able conditions  for  the  continued  operation  of  non-profit  organizations  such  as 
churches  and  fraternal  organizations  which  are  important  to  employee  morale. 
Concern  about  the  effects  of  deforestation  and  illegal  farming/wood  cutting  in 
the  Canal  watershed  has  led  to  plans  and  actions  to  deal  with  this  important  op- 
erational/environmental matter.  The  two  countries  have  collaborated  in  working 
out  plans  to  meet  Panama's  need  to  prepare  personnel  to  assume  operation  of 
the  ports  and  railroad.  For  its  part,  the  United  States  has  responded  to  Panama's 
concern  to  have  adequate  tug  service  for  the  transferred  ports  by  offering  a 
time-sharing  arrangement  for  the  use  of  Commission  tugs  required  for  Canal 
transit  operations.  While  labor  matters  under  the  Treaty  are  the  province  of 
the  United  States,  there  have  been  discussions  about  the  establishment  of  com- 
patible wage  policies  for  the  employees  of  tlie  Canal  Commission  and  the  em- 
ployees who  will  be  employed  by  Panama  in  functions  and  activities  being  trans- 
ferred to  Panama  under  the  Treaty. 
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In  summary,  many  problems  have  arisen,  but  none  have  proven  insurmount- 
able. We  are  hopeful  that  both  countries  on  October  1  will  be  able  to  fulfill  their 
respective  obligations  under  the  Treaty. 

The  attached  list  of  BW6  subcommittees  indicates  the  scope  of  BWG  activi- 
ties. 

BiNATiONAL  Working  Group — Subcommittees 


1.  Lands  and  waters  : 

A.  Surveys ; 

B.  Land  use  licensing; 

C.  Public  facilities ; 

D.  Historical  monuments. 

2.  Ports  and  railroad: 

A.  Ports ; 

B.  Railroad. 

3.  Housing. 

4.  Commercial  services. 

5.  Business  activities. 

6.  Nonprofit  organizations. 

7.  Health  and  sanitation. 

8.  Social  security. 

9.  Utilities: 

A.  Power; 

B.  Communications; 

C.  Water: 

D.  Sewers. 


10. 


Garbage,  Trash  collections  and 

Street  cleaning. 
Schools. 

12.  Postal  Services. 

13.  Fiscal  matters. 
A.  Importation. 

Roads  and  streets 
Fire  protection. 
Employee  documentation. 
Licensing  and  registration. 
Juridical. 

19.  Claims. 

20.  Personnel. 

21.  Police. 
Environmental. 
Liaison,  ad  hoc  financial  group,  ad 

hoc  taxation. 


11. 


14. 
15. 
16. 
17. 

18. 


22. 
23. 


Question.  Of  the  30  bilateral  groups,  how  many  have  submitted  reports?  Please 
provide  these  reports  for  the  record. 

Answer.  All  of  the  subcommittees  have  completed  progress  reports  on  their 
work.  The  attached  report,  completed  in  April,  summarizes  the  scope  of  their 
activities.  The  Panama  Canal  Company  represents  the  United  States  in  the 
Binational  Working  Group.  It  maintains  a  file  of  the  voluminous  detailed 
reports. 

Phase  I  Report  of  the  Binational  Working  Group 
I.  purpose  of  report 

The  U.S.  Government  and  Republic  of  Panama  joint  treaty  implementation 
planning  effort  has  been  in  progress  for  over  a  year.  Much  of  this  planning  has 
been  accomplished  or  supervised  by  the  Binational  Working  Group  which  is  the 
precusor  of  the  Coordinating  Committee  created  by  the  Panama  Canal  Treaty.^ 
This  report  summarizes  the  approach  adopted  in  this  miitual  undertaking,  the 
planning  steps  through  which  the  two  governments  have  progressed,  the  current 
status  of  binational  planning,  and  the  work  that  remains  to  be  done. 

The  report  covers  the  initiation  of  the  binational  subcommittee  planning  con- 
cept, the  introduction  of  the  concept  to  the  responsible  officials  of  both  govern- 
ments, the  formalization  of  the  organization  and  the  approval  of  joint  planning 
objectives.  Subsequent  sections  address  the  process  through  which  draft  Phase  I 
plans  of  the  subcommittees  were  staffed  with  other  agencies  of  the  two  govern- 
ments and  the  presentation  of  the  plans  for  the  approval  of  the  Binational 
Working  Group. 

The  report  also  covers  the  efforts  devoted  to  the  briefing  of  high  Hevel  Canal 
s^(?-tiry  and  other  U.S.  Government  officials,  and  other  official  groups  including 
the  President  of  Panama,  other  Panamanian  officials,  and  the  Panamanian  treaty 
planning  advisors. 

Finally,  the  report  outlines  the  followup  work  necessary  to  the  completion  of 
the  task.  A  listing  of  the  approved  subcommittee  objectives  and  milestone's  to  be 
accomnlished  preparatory  to  implementation  of  the  treaty  is  provided  as 
attachments. 

rr.  initial  orientation 

Binational  treaty  implementation  planning  efforts  were  initiated  on  Febmnry 
10.  1078.  when  the  Pecrotnrv  of  the  Array  and  the  Bo^rd  of  Dirortors  mot  with 
Panamanian  government  officials.  During  the  course  of  this  meeting  the  general 
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purposes  and  objectives  for  proposed  joint  working  groups  were  discxissed.  Gen- 
eral guidelines  and  procedures  were  also  agreed  to.  In  a  subsequent  meeting  be- 
tween Panama  Canal  officials  and  Panamanian  Government  representatives  on 
February  27,  subject  areas  to  be  addressed  were  identified,  specific  procedures 
agreed  to.  and  the  basic  subcommittee  structure  through  which  the  detailed  joint 
implementation  planning  would  be  accomplished  was  established. 

In  March,  a  series  of  briefings  for  Panamanian  oflScials  were  initiated  on  exist- 
ing Company/Government  operations  and  functions  that  woukl  ba^partially  or 
wholly  assumed  by  Panama  under  the  treaty.  Briefings  on  March  9  and  30 
covered  Panama  Railroad  operations  and  the  ports  of  Balboa  and  Cristobal, 
including  marine  bunkering  activities. 

During  meetings  on  April  6  and  13,  briefings  were  presented  on  Canal  Zone 
utilities  including  the  power,  communications,  and  potable  water  systems ;  road, 
street  and  bridge  maintenance ;  traffic  management ;  and  garbage,  trash  collec- 
tion and  street  cleaning.  The  April  meetings  also  included  an  examination  of  the 
problems  concerning  the  environmental  protection  of  the  Canal  watershed  area. 
At  the  April  6  meeting,  a  briefing  was  presented  on  the  progressive  deforestation 
of  the  watershed,  and  at  meetings  on  April  13  and  27,  plans  for  binational  pro- 
tection of  that  area  were  discussed. 

The  orientations  continued  with  a  meeting  on  May  11  during  which  the  Pan- 
amanian representatives  presented  a  partial  list  (12)  of  their  subcommittee  co- 
chairmen  of  the  19  subcommittees  that  had  been  identified  up  to  that  time.  The 
meeting  also  included  a  discussion  of  the  plans  that  Panama  was  making  with 
respect  to  organizing  internally  for  treaty  implmentation.  Briefings  were  held 
on  May  16  and  18  covering  Canal  Zone  police  and  fire  operations  and  the  Canal 
Zone  postal  service. 

Meetings  during  the  month  of  June  brought  to  a  conclusion  the  period  of  general' 
orientation  briefings  for  Panamanian  officials.  On  June  1  a  briefing  was  co«- 
ducted  on  Canal  Zone  health  and  environmental  activities.  On  June  6  a  briefing 
was  provided  on  the  Panama  Canal  Company  housing  in  Rainbow  City,  Paraiso 
and  Pedro  Miguel  that  is  to  be  turned  over  to  Panama  when  the  treaty  enters 
into  force,  and  on  June  8  the  briefing  on  Canal  Zone  health  activities  was  re- 
peated for  Panamanian  social  security  and  public  health  personnel. 

in.    SUBCOMMITTEE   GUIDELINES 

While  officials  of  the  Panama  Canal  agencies  and  the  Republic  of  Panama  were 
being  introduced  to  the  many  facets  of  Panama  Canal  activities,  and  the  tasks 
that  lie  ahead,  the  guidance  that  would  give  overall  direction  to  implementation 
efforts  was  being  drafted. 

The  Binational  Working  Group  Guidelines  were  approved  by  officials  by  both 
countries  and  issued  on  August  1,  1978.  The  guidelines  formalized  the  function 
of  the  Binational  Working  Group  and  named  the  original  membership  of  that 
group  as  follows : 

For  Panama :  For  the  United  States  : 

Architect  Edwin   Fabrega,   Chair-  Colonel  James  H.  Tormey,  Chair- 
man man 

Dr.  Omar  Jaen  Suarez  Mr.  J.  Patrick  Conley 

Engineer  Augusto  F.  Zambrano  Mr.  Hugh  A.  Norris 

Engineer  Arnoldo  Cano  A.  Mr.  Gerard  J.  Welch 

Dr.  Flavio  A.  Velasquez  E.  Mr.  James  E.  Ferrara 

Mr.  Roberto  Heurtematte  Mr.  Gary  P.  Dunsmoor 
Lie.  David  Amado 
Engineer  Ricardo  Arosemena 

The  guidelines  also  named  23  United  States/Republic  of  Panama  Joint  Work- 
ing Subcommittees  which  would  be  responsible  for  preparing  the  preliminary 
work  for  the  Coordinating  Committee,  and  its  subcommittees,  according  to  the 
provisions  of  the  Panama  Canal  Treaty  and  the  Agreement  in  Implementation 
of  Article  III  thereof.  The  subcommittees  would  also  be  responsible,  under  the 
supervision  of  the  Binational  Working  Group,  for  preparing  the  initial  collabo- 
ration between  the  two  countries  prior  to  entry  into  force  of  the  Panama  Canal 
Treaty  by  developing  work  programs  and  appropriate  schedules  for  actions 
which  would  be  required  prior  to  1  October  1970  in  order  that  both  countries  could 
meet  their  responsibilities  under  the  Treaty  of  1977. 

The  primary  subject  areas  identified  and  assigned  separately  to  tlie  subcom- 
mittees are  generally  those  given  prominence  in  the  treaty  documents.  In  some 
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cases ;  however,  the  necessary  detailed  planning  of  certain  activities  is  provided 
through  subdivision  of  subcommittees  into  specialized  study  teams.  Mission 
statements  for  the  subcommittees  are  an  integral  part  of  the  vporking  group 
guidelines.  These  statements  were  designed  so  that  comprehensive  coverage 
is  given  all  identified  treaty-related  matters  by  allowing  subcommittees  sufficient 
flexibility  to  cover  the  wide  range  of  problems  which  might  arise  within  their 
functional  areas. 

With  the  establishment  of  the  binational  treaty  implementation  plannng 
organization,  the  subcommittees  began  determining  for  themselves  the  breadth 
of  their  separate  areas  of  interest  and  the  objectives  they  needed  to  accomplish. 
The  identification  of  differences  in  organization  between  the  Panama  Canal 
Agency  and  the  Government  of  Panama  resulted  in  minor  realignments  of  sub- 
committee missions.  This  period  was  also  utilized  to  study  the  treaty  and  asso- 
ciated documents  and  to  develop  accurate,  common  interpretations  of  the  pro- 
visions hereof.  This  familiarization  period  proved  very  useful  to  the  subcom- 
mittees inasmuch  as  it  afforded  the  opportunity  to  surface  some  differences  for 
resolution  at  a  very  early  date. 

Tlie  guidelines  of  the  Binational  Working  Group  called  for  submission  of 
recommendations  by  the  subcommittees  no  later  than  March  31, 1979.  The  follow- 
ing subcommittees  were  designated : 


Joint  Working  Subcommittees 


Subcommittee,  number,  and  name: 

1.  Lands  and  waters  : 

A.  Surveys ; 

B.  Land  Use  Licensing; 
G.  Public  Facilities ; 

D.  Historical  Monuments. 

2.  Ports  and  railroad : 

A.  Ports ; 

B.  Railroad. 

3.  Housing. 
Commercial  services. 
Business  activities. 
Nonprofit  organizations. 

7.  Health  and  sanitation. 

8.  Social  Security. 
Utilities : 

A.  Power; 

B.  Communications ; 

C.  Water ; 

D.  Sewers. 


4. 
5. 
6. 


9. 


10. 


11. 


Garbage,   trash   collection  and 

street  cleaning. 
Schools. 

12.  Postal  services. 

13.  Fiscal  matters : 

A.  Importation ; 

B.  Tax  Exemptions. 

14.  Roads  and  streets. 
Fire  protection. 
Employee  documentation. 

17.  Licensing  and  registration. 

18.  Juridical. 
Claims. 
Personnel. 

21.  Police. 

22.  Environmental. 

23.  Liaison. 


15. 
16. 


19, 
20, 


The  Binational  Working  Group  Guidelines  are  an  attachment  to  Part  I  of 
this  report. 

IV.  APPROVAL  OF  OBJECTIVES 

On  30  August  1978,  an  informal  social  was  hosted  by  Pan  Canal  at  the 
Administration  Building.  On  this  occasion,  Coehairman  Fabrega  and  Tormey 
encouraged  newly  designated  subcommittee  members  to  meet  one  another  and 
to  plan  for  subsequent  discussions  of  the  subcommittees.  The  Cochairmen  of  the 
Binational  Working  Group  agreed  on  the  fallowing  principles  : 

a.  Subcommittees  could  not  exceed  the  terms  of  the  treaty. 

b.  Subcommittees  needed  to  develop  the  specific  objectives  they  would 
accomplish. 

c.  Schedules  were  needed  for  the  development  of  objectives  and  the  accom- 
plishment of  these  objectives. 

The  widely  accepted  system  of  planning  by  objectives  was  used  from  the  outset 
in  order  to  establish  at  an  early  date  the  overall  pattern  by  which  joint  imple- 
mentation planning  would  be  accomplished.  Depending  upon  the  nature  of  the 
activity,  a  committee  might  have  a  single  objective  or  as  many  as  a  dozen. 

For  some  committees  the  formulation  of  objectives  was  relatively  simple. 
Cochairmen  of  the  Fire  Protection  Subcommittee,  for  example,  have  been  ac- 
customed to  working  together  for  many  years  and  were  able  to  define  objectives 
quickly.  The  Personnel  Subcommittee,  on  the  other  hand,  was  involved  in  a  much 
more  complex  subject  and  one  which  had  not  previously  been  the  subject  of 
cooperative  efforts  of  respective  governmental  agencies.   Some  subcommittees 
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were  therefore  prepared  to  submit  their  objectives  for  approval  by  mid-September 
while  others  were  not  ready  until  the  first  weeli  in  November. 

It  was  suggested  by  Dr.  Omar  Jaen  Siiarez  of  Panama  that  for  each  planning 
objective  the  subcomiinittee  should  develop  a  precise  and  substantive  evaluation 
by  the  end  of  the  year.  The  Binational  Working  Group  decided  that  these 
evaluations  would  be  described  as  Phase  I  plans.  The  purpose  of  the  Phase  I 
plan  was  two  fold :  to  provide  an  analysis  of  the  best  way  to  accomplish  the 
objective  and  to  list  the  steps  or  "milestones"  which  needed  to  be  accomplished 
in  a  logical  sequence.  The  following  chart  illustrates  the  timing  of  the  planning 
activities  for  a  typical  objective. 

7Y?;C/\L  OBJECTIVE  SCHEDULE 

(GOVERN.-IENT  CP^SATIOrO 


1  Jan  73 


Objective. 

/PPSOVcD 


PlAM 
tPPHCzS 


Review  sy 
2inat;:v.l  lt?.:<iNG  C-fiOi.'? 


It  has  been  the  stated  policy  of  the  Panama  Canal  Agency  to  inform  the 
IT.S.  Embassy  and  the  Deputy  Chief  of  Staff  for  Joint  Committee  Affairs, 
USSOUTHCOM,  of  all  subcommittee  meetings  and  meeting  of  the  Binational 
Working  Group  so  that  they  might  observe  the  proceedings.  Many  of  the  subjects 
covered  in  such  meetings  required  coordination  with  the  Department  of  Defense 
and  their  presence  at  the  meetings  facilitated  this  coordination. 

The  first  submissions  to  the  Binational  Working  Group  by  the  subcommittees 
were  scheduled  in  late  September  and  early  October  and  were  for  the  purpose 
of  approving  objectives  formulated  by  the  subcommittees  and  their  agreed  work 
sche<lule  for  completion  of  Phase  I  planning.  The  dates  on  which  the  subcom- 
mittees obtained  approval  of  their  objectives  are  listed  below. 

APPROVAL  OF  SUBCOMMITTEE  OBJECTIVES 


Objective  code     Short  title 


Date  approved 


lAA Boundary  identification Sept.  27,  1978. 

lAB Map  preparation Do. 

IBA Administration  of  land  use  licenses Oct.  6,  1978. 

IBB Evaluation  of  land  use  licenses Do. 

ICA Transfer  of  public  buildings__ Oct.  24,  1978. 

ICB Inventory  of  public  buildings Do. 

ICC Maintenance  briefing,  public  buildings Do. 

ICD Joint  use  guidelines,  public  buildings Do. 

ICE Transfer  Mount  Hope  Cemetery Do. 

ICF Transfer  Summit  Garden  and  Zoo Do. 

ICG Transfer  of  parks  and  recreational  facilities Do. 

2AA Transfer  of  ports Oct.  5,  1978. 

2AB Transfer  of  bunl^eiing  facilities Do. 

2AC Vessel  control  in  ports Do. 

2AD Transfer  of  shipyard  facilities,  Balboa Do. 

2AE Safety  standards  of  ports Do. 

2BA Transfer  of  railroad Do. 

3A _..  Transfer  of  Paraiso,  Pedro  Miguel,  and  Rainbow  City Do. 

•4A Transfer  of  commercial  services Do. 

5A Continuation  of  business  activiies Do. 

6A Continuation  of  nonprofit  activities Do. 
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APPROVAL  OF  SUBCOMMITTEE  OBJECTIVES— Continued  ( 

*  I 

Objective  code     Sliort  title  Date  approved  , 

'  "  *  i 

7A Health  care  for  LOD  injuries  of  non-U. S.  citizens Nov.  8,  1978.  ( 

7B Transfer  of  chronic  psychiatric  patients Do.  j 

7E Veterinary  services  to  vessels  and  Commission Do. 

7F Quarantine  control  of  communicable  diseases Do. 

7G Surveillance  of  ships  with  potential  hazardous  cargo Do. 

71 Transfer  of  patients  and  Palo  Seco  Hospital Do.  I 

71 Disease  vector  control Do.  i 

7IVI Control  of  door-to-door  peddlers Do.  1 

7N Reporting  of  communicable  and  occupational  diseases Do.  ( 

70 Maintaining  environmental  health  standards Do.  ] 

7Q Transfer  of  community  health  centers  at  Paraiso  and  Rainbow  City Do.  i 

8A Social  security  coverage Sept.  15,  1978.  j 

9AA Transfer  of  selected  electric  systems.. Oct.  6,  1968.  i 

9AB Electricity  distribution  procedures Do. 

9BA.. Transfer  of  telephone  service  areas Do.  I 

9BB ROP  users  in  canal  areas Do.  j 

9BD.. Interapency  communications  services Do. 

9BF Radio  frequency  assignments Do. 

9BG Radio  frequency  interference  control Do.  ' 

9BH Radio  communications  services  and  support  facilities  coordination Do.  '■ 

9BI Telecommunication  training _.  Do.  I 

9CA Water  utility  responsibilities Oct.  24,  1978. 

9CB Water  metering Do. 

9CC Water  facility  familiarization Do. 

9DA Sewer  resnonsibilities__ Do. 

9DB.. Joint-use  sewer  systems Do. 

9DC Costs  for  sewer  systems Do. 

9DD Familiarize  personnel  re  sewer  systems Do.  j 

lOA Transfer  garbage  responsibility  for  3  towns. Oct.  6,  1978.  j 

lOB Transfer  parbage  responsibility — Canal  operating  areas Do.  I 

IOC. Determination  of  garbage  collection  methods _ Do. 

lOD Garbage  and  trash  liaison _ Do.  I 

lOE Standards  of  garbage  collection Do.  j 

lOF... Use  of  refuse  disposal  sites Do.  I 

lOG Transfer  of  street-cleaning  responsibilities Do. 

IIA Transfer  of  schools  for  3  towns Do. 

12A Transfer  of  Balboa  and  Gamboa  post  offices... Sept.  27,  1978. 

128 Continued  postal  services  in  5  tovvns_ Do. 

12C Training  for  international  mail  transit Do. 

13AA System  for  importations... Oct.  6,  1978. 

13BA Identify  tax  provisions Mar.  29,  1979. 

14A Transfer  of  roads  and  streets Oct.  6,  1978. 

14B Maintenance  standards  for  roads  and  streets Do. 

15A Transfer  of  2  fire  stations.... Sept.  15,  1978. 

15B Mutual  aid  and  coordinated  fire  service Do. 

15C Joint  training  for  fire  fighting Do. 

15D Coordinated  emergency  medical  service Do. 

16A Employee  documentation Oct.  6,  1978. 

17A Licensing  and  registration Nov.  8,  1978 

18A Procedures  and  requirements  under  Panamanian  law.. Mar.  15,  1979. 

18B Conduct  of  vessel  accident  investigations Do. 

18C Procedural  guarantees  for  U.S.  citizens Do. 

18D Cooperation  by  Panama  in  enforcement  of  Commission  rules  and  regulations Do. 

18E Abstention  from  Panamanian  political  activity Do. 

18F Criteria  for  acquisition  of  Panama  supplies  and  services Do. 

19A Claims  for  property  damase. Nov.  8,  1978. 

19B Impact  of  ROP  law  on  claims Do. 

19C General  insurance  claims Do. 

19D Contractual  claims.. Do. 

20A Employment  and  labor  regulations Do. 

20B Growing  participation  of  Panamanians  in  Commission Do. 

20C Terms  and  conditions  of  employment Do. 

20D Collective  bargaining  procedures Do. 

20E. Assistance  to  displaced  employees. Do. 

20F Training  for  Panamanians Do. 

20G Evaluation  of  treaty  impacts  on  Commission  work  force Do. 

21A Joint  patrol  administration Oct.  24, 1978. 

21B Joint  training  program Do. 

21C Joint  patrol  operations Do. 

21D Joint  patrol  arrestee  exchanges Do. 

21E Liaison  services Do. 

21 F Traffic  services Do. 

21G Firearms  control Do. 

21H.... Police  communications Do. 

211.. Canal  Zone  penitentiary  phaseout Do. 

22A Antideforestation  efforts Sept.  27,  1978. 


Subcommittee  No. 

Subcommittee  name 

Objective 

ID 

23 

Historical  monuments. 

Liaison.. 

Objective  stated  in  guidelines. 

No  plans  required. 
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V.    CREATION   OF   PANAMA   CANAL  AUTHOKITY 

The  Government  of  Panama,  through  law  No.  66  of  September  16,  1978,  estab- 
lished the  Panama  Canal  Authority,  an  autonomous  agency  of  that  Government. 
The  agency's  primary  mission  is  to  organize  the  implementation  of  the  Panama 
Canal  Treaty  of  1977,  and  operates  under  the  direction  of  a  Director  General. 
On  December  22  it  was  announced  that  Gabriel  Lewis  Galindo  had  been  named 
to  assume  the  duties  of  Director  General.  Dr.  Eduardo  Tejeira,  the  Deputy 
Director  General  of  the  Panama  Canal  Authority,  serves  as  Cochairman  of 
the  Binational  Working  Group  representing  the  Republic  of  Panama. 

The  Authority  comprises  approximately  40  subcommittees  and  is  organized  in 
accordance  with  the  chart  on  the  following  page. 

The  revised  membership  of  the  Binational  Working  Group,  which  includes 
the  new  members  appointed  by  both  governments  is  as  follows : 
For  Panama : 

Dr.  Eduardo  Tejeira,  Chairman    For  the  United  States : 


Ing.  Augusto  E.  Zambrano 
Dr.  Flavio  A.  Velasquez  E. 
Don  Roberto  Heurtematte 
Lie.  Jose  Guillermo  Gonzalez 
Lie.  Jose  Maria  Cabrera 
Ing.  Tomas  Paredas 


Colonel  James  H.  Tormey,  Chairman: 

Mr.  J.  Patrick  Conley 

Mr.  Walter  D.  Bjorseth 

Mr.  Hugh  A.  Norris 

Mr.  Gerard  J.  Welch 

Mr.  James  E.  Ferrara 

Mr.  Gary  P.  Dunsmoor 


OROANIZACIOH   DC  LA  AUTORIDAO  DEL  CANAL  DE  PANAMA 
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VI.  STAFFING  AND  APPROVAL  PROCESS 

Following  the  approval  of  subcommittee  objectives  to  the  Binational  Working 
Group,  the  subcommittees  began  the  preparation  of  their  Phase  I  plans.  The  sub- 
committee work  schedules  provided  for  submission  of  all  plans  by  November  30, 
1978,  with  several  exceptions.  Because  of  the  magnitude  of  their  assignments  the 
Health,  Personnel,  and  Police  Subcommittees  were  scheduled  for  31  December 
submissions. 

As  a  result  of  the  change  in  Administration  in  Panama  in  October,  1978,  there 
were  some  changes  in  Panamanian  Subcommittees  leadership.  A  period  of  time 
was  then  necessary  to  indoctrinate  the  new  appointees.  In  some  instances  the 
introduction  of  new  personnel  caused  further  delay  because  the  successor  felt  a 
different  approach  should  be  taken  in  solving  a  particular  binational  problem. 

The  Binational  Working  Group  was  active  during  the  entire  planning  period 
reviewing  progress  with  subcommittee  cochairman  in  attempts  to  avert,  if  pos- 
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sible,  harmful  delays  in  subcommittee  work.  The  working  group  also  reviewed 
planning  in  areas  considered  potentially  more  sensitive  than  others  such  as 
Importation;  Employee  Documentation;  Power;  Environmental;  Garbage,  Trash 
Collection  and  Street  Cleaning  ;  Social  Security ;  Ports  ;  Railroad  ;  and  Housing. 
Planning  in  most  areas  moved  along  smoothly  with  few,  if  any,  areas  of  major 
disagreeemnt. 

By  the  end  of  November,  planners  were  able  to  submit  their  draft  Phase  I 
plans.  This  permitted  the  coordination  process  to  be  continued  among  the  various 
government  agencies  using  a  written  document  which  showed  the  background, 
analysis,  and  detailed  time  schedule  for  each  objective.  These  plans  were  staffed 
with  U.S.  Government  agencies  prior  to  presentation  to  the  Binational  Working 
Group  for  approval.  A  similar  process  was  followed  in  Panama.  The  primary 
purpose  of  this  review  was  to  obtain,  to  the  extent  possible,  other  agency  input 
on  the  many  and  varied  aspects  of  the  approximately  100  plans  that  would  cover 
the  subcommittee  objectives. 

The  staffing  process  proved  more  time  consuming  than  had  been  anticipated. 
By  the  end  of  January,  however,  it  had  progressed  to  the  point  where  the  Bina- 
tional Working  Group  could  meet  to  approve  the  final  version  of  plans.  The  first 
of  these  meetings  was  held  on  31  January,  1979  to  approve  Phase  I  plans  for 
Surveys,  for  Postal  Services,  and  for  Schools. 

As  of  the  1st  of  April  the  following  meetings  had  been  held  for  the  purpose 
of  approving  Phase  I  plans. 


Date  Subcommittee  plans  approved  Other  actions 


Jan.  31,  1979 Surveys,  schools,  postal  services 

Feb.  7,  1979 Commercial  services,  roads  and  streets,  fire  pro-    U.S.   provided   analysis  of  impact  of  loss   of 

tection,  licensing  and  registration.  priviledges  for  nonprofit  organizations. 

Feb.  15,  1979 Housmg,  sewers U.S.    presented    additional    lists    of    property 

connected  with  the  operation  of  the  ports  and 

railroad. 

Mar.  8, 1979 Land  use  licensing,  public  facilities,  railroad, 

police. 
Mar.  15,  1979       .  .  Ports,  power.i  water ' U.S.  provided  computer  listings  of  housing  in 

Rainbow   City,    Paraiso,    and    Pedro    Miguel. 

Mar.  22,  1979 Social  security  importation Jurldicial  Subcommittee  objectives  approved. 

Mar.  29,  1979 Employee  documentation  tax  exemption.., 

1  Power  and  water  have  unresolved  matters  covering  the  billing  and  setting  of  rates.  The  capitalization  of  funds  and  13th- 
month  payment  remain  as  unresolved  matters  for  social  security. 

In  summary,  as  of  1  April  1979,  the  Binational  Working  Group  has  approved 
Phase  I  plans  of  all  subcommittees  except  for  the  following : 

Subcommittee  and  reason  for  delay 

Business  activities Awaiting  outcome  of  Republic  of  Panama  spe- 
cial labor  commission  study. 

Nonprofit  organizations Referred  to  Diplomatic  level  for  determination 

of  terms  and  conditions  under  which  organiza- 
tions will  operate  for  Transition  Period. 

Garbage,  trash  collection  Awaiting  decision  on  payment  for  transfer  of 

and  street  cleaning.  movable  property. 

Juridical , Objectives  approved  on  March  22, 1979. 

Plans  for  the  Communications  and  the  Health  and  Sanitation  Subcommittee 
have  been  reviewed  and  are  expected  to  be  approved  subject  to  minor  revisions. 
No  action  has  been  taken  on  the  Phase  I  plans  of  the  Claims  or  the  Personnel 
Subcommittees  as  of  1  April  1979. 

VIl.    A.    OKIENTATIOX   BRIEFINGS   FOR   ROP 

A  program  of  scheduled  orientation  briefings  for  Panamanian  advisors  to  the 
Joint  Working  Subcommittees  was  initiated  on  September  28,  197.S,  at  Panama's 
request,  in  order  to  familiarize  those  concerned  with  the  organization  and  op- 
eration of  the  Canal  and  to  aid  in  promoting  a  spirit  of  cooperation  and  good- 
will between  tlie  United  States  and  the  Republic  of  I'anama.  Tliese  briefings 
were  cf)nducted  twice  a  week  and  were  concluded  on  November  22,  197S. 

The  orientations  comprised  an  overview  of  Canal  organization/operation  as 
presented  by  the  Information  Office;  a  briefing  at  the  Marine  Traffic  Control 
Center  covering  the  scheduling  of  transits  and  traffc  control  of  vessels ;  a 
■walking  tour  through  the  Industrial  Area,  drydocks,  and  iiiers :  concluding 
with  a  visit  to  the  summit  of  Ancon  Hill  to  view  the  panorama  that  this  elevated 
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location  affords.  In  a  period  of  two  months  during  which  arproximately  400 
subcommittee  advisors  were  briefed,  Panama  Canal  personnel  also  introduced 
ministers  of  the  Government  of  Panama'  high  Panama  Canal  Authority  officials, 
Guardia  Nacional  officers,  professionals  from  various  disciplines,  members  of 
the  press,  and  representatives  from  miscellaneous  sectors  of  the  population 
(workers,  farmers,  teachers,  etc.)  to  Canal  activities. 

A  special  orientation  briefing  was  conducted  on  December  16,  1978,  for  the 
President  of  Panama,  Aristides  Royo,  on  the  occasion  of  his  first  oflScial  visit 
to  the  Canal  Zone.  The  President  was  accompanied  by  three  government  minis- 
ters, ten  aides  and  other  high  government  officials,  and  Ambassador  Ambler 
Moss  of  the  United  States.  The  itinerary  followed  closely  the  pattern  of  the 
orientations  established  for  the  subcommittee  advisors  and  others.  The  latest 
such  briefing  was  conducted  on  February  14.  1979,  for  approximately  ten  Pa- 
nama Canal  Authority  officials  which  included  tlie  Deputy  Director,  Dr.  Eduardo 
Te.jeira,  Dr.  Flavio  Velasquez,  Director  of  Binational  Affairs  and  representa- 
tives from  Panama's  legislative  body.  The  briefing  was  similar  to  those  con- 
ducted previously.  Expressions  of  appreciation  from  President  Royo  and  other 
Government  of  Panama  officials  and  U.S.  Embassy  officials  indicate  that  the 
program  was  successful  in  achieving  its  goals. 

VII.    B.    BRIEFING   FOB   BOARD   OF   DIRECTORS,    27    OCTOBER    197  8 

On  27  October  1978,  the  Board  of  Directors  met  with  the  following  officials 

of  the  Government  of  Panama  to  discu.ss  treaty  implementation  planning: 

Exc.  Gustavo  Gonzalez  Mr.  Rodrigo  Gonzalez 

Exc.  Rogelio  Faluega  Mr.  Arnoldo  Cano 

Mr.  Gabriel  Lewis  Dr.  Omar  Jaen 

Mr.  Fernando  Manfredo  Mr.  David  Amado 

Mr.  Edwin  Fabrega  Dr.  Flavio  Velasquez 

Mr.  Augusto  Zambrano  Mr.  Ricardo  Arosemena 

The  Chairman  of  the  Board  of  Directors,  the  Honorable  Clifford  L.  Alexander. 
:requested  that  the  Binational  Working  Group  update  the  Board  and  its  guests 
on  the  status  of  planning  to  date.  The  Cochairman,  Lt.  Governor  Tormey  and 
Mr.  Edwin  Fabrega,  gave  a  brief  overview  of  planning  activities.  Lt.  Governor 
Tormey  described  the  procedures  being  followed.  Mr.  Fabrega  described  the 
organization  of  the  Government  of  Panama  for  treaty  implementation. 

The  remainder  of  the  briefing  consisted  of  updates  by  four  subcommittees : 
ports,  railroads,  surveys,  and  environmental. 

VIII.    C.    BRIEFING    FOR   AMBASSADOR   POPPER   AND    GENERAL   DOLVIN    DURING    JANUARY 

VISIT 

In  early  January.  1979.  Ambassador  David  H.  Popper,  Special  Representative 
of  the  Secretary  of  State  for  Panama  Canal  Treaty  Affairs,  and  LTG  Welborn 
Dolvin.  Cochairman  of  the  Panama  Canal  Treaty  Implementation  Committee  of 
the  Department  of  Defense,  traveled  to  Panama  for  the  signing  of  agreements 
with  Panama  concerning  air  traffic  control  in  the  Panama  area  and  the  prisoner 
exchange  program.  The  Government  of  Panama  tool?  this  opportunity  to  review 
for  the  visitors  and  members  of  their  party,  tlie  progress  of  subcommittee  treaty 
implementation  planning.  On  January  10,  1979,  the  Panama  Canal  Authority 
conducted  a  briefing  coordinated  by  Dr.  Flavio  Velasquez,  Director  of  Bina- 
tional Affairs  relative  to  the  Panama  Canal,  which  focused  on  Ports,  Railroad, 
Postal  and  Housing  Subcommittees. 

The  presentations  were  given  by  the  U.S.  and  ROP  subcon7mittee  cochair- 
nien.  supported  by  appropriate  slides,  and  covered  progress  experienced  in  the 
following  principal  areas : 

Subcommittee  missions: 
Subcommittee  objectives : 

Proposed   alternative   solutions   to   accomplish   the   objectives,   including 
discussion  of  problem  areas  encountered  ; 
Major  milestones  and  time  schedules. 

The  U.S.  and  ROP  cochairmen  giving  the  presentations  were: 

Ports  Suhconwiitfee. — Mr.  Edward  H.  Bensen  (US),  Manager.  Marine  Bunk- 
ering Division:  Mr.  Pablo  Duran  (ROP),  Director,  Panama  Port  Authority. 

BoUroad  Buhcommittee. — Mr.  Frederick  R.  Call  (US),  Assistant  Manager, 
Railroad  Division;  Mr.  Enrique  Pringle  (ROP),  Responsible  member  for  the 
Subcommittee. 
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Postal  Suicommittee.— Mr.  Michael  P.  Gordon  (US),  Deputy  Director,  Civil 
Affairs  Bureau ;  Lie.  Julio  Espino  (ROP),  Deputy  Director  General  of  Panama's 
Ports  and  Telecommunications.  i 

Housing  Subcommittee.— Mr.  Raymond  P.   Laverty    (US),   Acting  Director,         | 
Supply  and  Community  Service  Bureau;  Mr.  Hernan  Botello   (ROP),  Director 
General,  Department  of  Rents,  Ministry  of  Housing. 

VIII.  Followup  I 

The  Binational  Working  Group  is  now  in  a  position  to  follow  up  on  the  mile-  i 
stones  approved  in  the  Phase  I  plans.  Primary  emphasis  will  be  devoted  to  j 
assisting  subcommittees  in  areas  where  clarification  of  policy  or  use  of  additional  ; 
planning  resources  are  necessary.  I 

In  addition,  the  Group  will  facilitate  communications  between  planners  at  all 
levels  and  continue  its  policy  of  providing  information  to  the  public  through  the 
information  oflaces  of  the  Panama  Canal  Authority  and  the  Panama  Canal 
Company. 

Part  II  of  this  report  consists  of  the  planning  milestones  of  the  subcommittees 
of  the  Binational  Working  Group.  I 

There  have  been  several  changes  in  leadership  of  the  various  subcommittees, 
as  mentioned  earlier  in  this  report.  Despite  these  changes  and  the  difficulties 
encountered  in  planning  for  changed  conditions  and  new  responsibilities,  the  ; 

subcommittees  have  generally  been  able  to  accomplish  a  great  deal  to  date.  The  i 

Binational  Working  Group  recognizes  the  achievements   accomplished  at  the  { 

subcommittee  level.  It  anticipates  a  period  of  hard  work  in  the  remaining  months  ' 

before  1  October  1979  to  prepare  for  treaty  implementation.  It  also  anticipates 
a  continued  spirit  of  cooperation  and  good  will  which  has  characterized  the 
work  of  the  subcommittees  thus  far. 

The  following  is  a  list  of  current  subcommittee  titles  and  their  respective  i 

cochairmen.  j 

UNITED  STATES  AND  REPUBLIC  OF  PANAMA  SUBCOMMITTEE  COCHAIRMEN 

For  the  United  States  Subcommittee  For  Panama 

James  E.  Ferrara Lands  and  Waters Francisco  Sibauste. 

R.  J.  Risberg.__ Surveys Carlos  Ruiz. 

Joseph  J.  Wood Land  Use  Licensing.. Carlos  Ruiz. 

Ray  M.  Murphy Public  Facilities.. Rolando  A.  Sanchez. 

Fred  A.  Cotton.. Historical  Monuments.. Dra.  Reina  Torres  de  Arauz. 

Charles  R.  Clark Ports  and  Railroad Miguel  Ulloa. 

Jacl<  M.  Ruoff Ports. Miguel  Ulloa. 

Fredericl<  R.  Call. Railroad Enrioue  Pringle. 

R.  P.  Laverty Housing Hernan  Botello. 

J.  P.  Corrigan.. Commercial  Services Roberto  Heurtematte. 

Roberts.  Jeffrey Business  Activities Jose  Cabrera. 

Robert  S.  Jeffrey I^Jonprofit  Organizations Dr.  Menaico  Solis. 

Col.  John  R.  Simmons Health  and  Sanitation Dr.  Julio  C.  Sandoval. 

William  A.  Sullivan... Social  Security Dr.  Ricardo  Fabrega. 

Col.  John  J.  Plunkett Utilities Gilberto  Perez  and  Marina  Herrera. 

Frank  A.  Lee Power Juan  Barnes. 

C.  H.  Harrill Communications Luis  Banfield. 

H.  A.  Tooke Water Felipe  Frederick. 

F.  Martinez Sewers. _ Felipe  Frederick. 

Ray  M.  Murphy Garbage,  Trash  Collection  and  Street    Gabriel  Valasquez. 

Cleaning. 

Michael  P.Gordon Schools... Nelis  Borrero. 

Michael  P.Gordon Postal  Services.. Marden  Torrijos. 

Robert  S.  Jeffrey Fiscal  Matters. Dr.  Fernando  Aramhurii  P. 

Robert  S.  Jeffrey Importation. Dr.  Fernando  Aramburu  P. 

Robert  S.  Jeffrey Tax  Exemptions Dr.  Fernando  Aramburu  P. 

Col.  John  J.  Plunkett Roads  and  Streets Roberto  Lasso. 

Michael  P.  Gordon.. Fire  Protection Tte.  Col.  Guillermo  LeBlanc. 

Robert  S.  Jeffrey Employee  Documentation. Ricardo  Cuevas. 

Roberts.  Jeffrey Licensing  and  Registration.. Arnulfo  Quiros. 

John  L.  Haines.. Juridical Jose  Cabrera. 

Walter  D.  Bjorselh Claims.. Julio  Lombardo. 

R.  L.  Seeley Personnel David  Amado. 

Michael  P.  Gordon Police Capt.  Aristides  Valdomeda.. 

Dr.  Frank  H.  Morris Environmental Aiigusto  E.  Zambrano  R. 

Hugh  A.  Norris Liaison Dr.  Flavio  A.  Velasquez  E. 

AD  HOC 

Walter  D.  Bjorseth Financial Jose  Guillermo  Gonzalez. 
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Guidelines  Prepared  by  the  Binational  Working  Group 

For  Panama  :  For  the  United  States : 

Dr,  Eduardo  Tejeira,  Chairman  Colonel  James  H.  Tormey,  Chairman 

Ing.  Augusto  F.  Zambrano  Mr.  J.  Patrick  Conley 

Dr.  Flavio  A.  Velasquez  E.  Mr.  Walter  D.  Bjorseth 

Don  Roberto  Heurtematte  Mr.  Gerard  J.  Welch 

Lie.  Jose  Guillermo  Gonzalez  Mr.  James  E.  Ferrara 

Lie.  Jose  Maria  Cabrera  Mr.  Gary  P.  Dunsmoor 

Ing.  Tomas  Paredes 

The  purpose  of  this  document  is  to  establish  the  general  guidelines  to  be 
followed  by  the  joint  working  subcommittees  composed  of  representatives  of 
agencies  of  the  Government  of  the  Republic  of  Panama  and  the  Government  of 
the  United  States  of  America,  who  shall  be  responsible  for  preparing  the  pre- 
liminary work  for  the  Coordinating  Committee  and  its  subcommittees,  according 
to  the  provisions  of  the  Panama  Canal  Treaty  and  the  Agreement  in  Imple- 
mentation of  Article  III  thereof. 

These  joint  working  subcommittees  will  be  responsible  for  preparing  the  initial 
collaboration  between  the  two  countries  before  the  entry  into  force  of  the  Panama 
Canal  Treaty,  by  developing  work  programs  and  the  appropriate  schedules  that 
may  enable  the  Coordinating  Committee  and  its  subcommittees  to  carry  out  their 
pertinent  tasks.  The  joint  working  subcommittees  will  coordinate  actions  being 
taken  by  both  countries  in  preparation  for  the  implementation  of  the  Panama 
Canal  Treaty  until  the  entry  into  force  of  that  agreement. 

The  initial  plans  and  schedules  prepared  by  the  joint  working  subcommittees 
will  be  submitted  as  recommendations  as  soon  as  possible,  but  in  no  case  later 
than  March  31,  1979,  to  the  Binational  Working  Group.  Final  plans  and  schedules 
will  in  turn  be  forwarded  for  formal  approval  to  the  Coordinators  to  be  appointed 
by  the  Governments  of  the  Republic  of  Panama  and  the  United  States  of  America 
to  the  Coordinating  Committee  upon  entry  into  force  of  the  Panama  Canal 
Treaty.  Likewise,  both  Coordinators  will  study  and  approve,  if  they  so  agree,  the 
proposed  regulations  for  the  Coordinating  Committee,  prepared  by  the  Binational 
Working  Group. 

The  Binational  Working  Group  will  review  the  periodic  reports  of  the  joint 
working  subcommittees  and  vdll  be  responsible  for  the  disposition  of  all  problems 
not  resolved  by  them.  The  Binational  Working  Group  will  meet  every  fifteen 
days  to  review  the  progress  of  the  joint  working  subcommittees,  and  at  such 
other  times  as  may  be  jointly  agreed  upon  by  the  Cochairmen. 

The  Binational  Working  Group  and  the  joint  working  subcommittees  will  be 
cochaired  by  a  representative  of  the  Government  of  the  Republic  of  Panama 
and  a  representative  of  the  Panama  Canal  organization. 

The  following  are  the  joint  working  subcommittees : 

1.  Lands  and  Waters  Subcommittee 

Coordinate  plans  and  preliminary  measurement  and  mapping  for  the  turnover 
of  lands  in  the  present  Panama  Canal  Zone  to  the  Government  of  the  Republic  of 
Panama,  and  for  the  study  of  procedures  and  mechanisms  to  ensure  the  use  by 
the  Republic  of  Panama  of  lands  and  waters  within  the  Canal  operating  areas, 
housing  areas,  services  and  accessory  facilities  and  anchorges,  in  accordance 
with  the  provisions  of  the  Panama  Canal  Treaty  and  the  Agreement  in  Implemen- 
tation of  Article  III  thereof,  and  specifically  Article  IV  of  that  agreement. 

(A)    SURVEYS    subcommittee 

Coordinates  the  scheduling  of  the  joint  work,  crew  make-up,  recording  pro- 
cedure and  joint  study  of  the  boundaries  generally  delineated  in  the  Treaties. 

Also  establishes  a  forum  for  coordination  of  future  joint  survey  efforts  to  be 
conducted  during  the  life  of  the  Treaty. 

(B)    LAND  USE  LICENSING   SUBCOMMITTEE 

Coordinates  the  joint  study  of  Land  Use  Licenses  for  areas  in  which  Panama 
has  granted  the  United  States  the  right  to  preclude  certain  land  uses  as  estab- 
lished in  the  Treaty. 

This  subcommittee  works  in  coordination  with  the  Environmental  Subcom- 
mittee in  reviewing  proposed  land  uses  in  order  to  assess  environmental  impact 
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and  potential  effect  on  Canal  operations.  Coordinates  the  plans  for  processing, 
procedure  to  be  followed  and  issuance  of  land  use  licenses,  including  excavation 
clearances. 

(C)    PUBLIC   FACILITIES    SUBCOMMITTEE 

Coordinates  the  study  of  plans  for  transfer  to  Panama  of  pul:)lic  areas  such 
as  playgrounds,  cemeterit^,  etc.,  and  public  buildings.  Coordinates  the  arrange- 
ments for  joint  uses  of  such  areas  and  buildings  as  the  case  may  be. 

(D)     HISTORICAL   MONUMENTS    SUBCOMMITTEE 

Provides  for  the  exchange  of  information  concerning  the  types,  location  and 
condition  of  historical  sites  and  monuments  located  in  the  present  Panama 
Canal  Zone.  Identifies  historical  sites  and  monuments  that  will  remain  in  areas 
that  are  returned  to  Panama  and  those  that  will  be  located  in  Canal  Operating 
Areas  and  Commission  Housing  Areas.  Provides  for  the  mutual  exchange  of 
information  regarding  the  preservation  of  historical  sites  and  monuments  with 
a  permanent  historical  value. 

2.  Ports  and  Railroad  Subcommittee 

Coordinates  the  study  of  plans  and  .scheduling  to  ensure  the  orderly  transfer  to 
Panama  of  the  port  and  railroad  areas,  installations  and  activities  from  the  entry 
into  force  of  the  Panama  Canal  Treaty.  Coordinates  the  relations  between  the 
Panama  Canal  organization  and  the  National  Port  Authority  of  the  Republic 
of  Panama  on  pertinent  matters,  and  particularly  on  the  coincidental  areas  of 
responsibilities  relative  to  the  operation  of  the  Ports  of  Balboa  and  Cristolial  and 
the  Panama  Railroad  with  the  Panama  Canal  Commission,  as  set  forth  in  the  Pan- 
ama Canal  Treaty  and  the  Agreement  in  Implementation  of  Article  III  thereof, 
and  specifically  Article  V  of  that  agreement. 

(A)      PORTS     subcommittee 

Coordinates  plans  for  the  transfer  of  the  ports  to  the  Government  of  Panama 
and  for  the  continuity  of  port  operations.  Recommends  procedures  and  mech- 
anisms to  facilitate  the  movement  of  vessels  and  the  requirements  to  maintain 
adequate  standards  of  safety,  fire  prevention  and  hydrocarbon  pollution  control 
within  the  ports. 

(B)      RAILROAD     SUBCOMMITTEE 

Coordinates  plans  for  the  transfer  of  the  Panama  Railroad  to  the  Government 
of  Panama  and  for  the  continuity  of  railroad  operations.  Coordinates  plans  for 
railroad  operations  and  maintenance  within  the  Canal  operating  area. 

3.  Housing  Subcommittee 

Coordinate  plans  and  procedures  for  the  transfer  of  all  Panama  Canal  Com- 
pany housing  to  the  Government  of  Panama  upon  entry  into  force  of  the  Treaty, 
and  in  particular  the  housing  in  tlie  communities  of  Rainbow  City,  Paraiso 
and  Pedro  Miguel.  Coordinates  plans  for  the  procedures  to  be  followed  with 
respect  to  housing  that  becomes  excess  to  the  future  needs  of  the  Panama  Canal 
Commission. 

4.  Commercial  Services  Subcommittee 

Coordinates  plans  for  the  transfer  to  Panama  of  commercial  installations  and 
services  currently  managed  by  the  Panama  Canal  Company,  such  as  cafeterias, 
retail  stores,  bowling  alleys,  theaters,  gasoline  stations,  etc.  Coordinates  ])lans 
for  other  matters  related  to  the  continuity  of  services,  including  the  establish- 
ment of  general  guidelines  for  the  provision  of  those  services. 

5.  Business  Activities  Subcommittee 

Coordinates  plans  on  matters  concerning  the  continued  operation  under  Pan- 
amanian jurisdiction  of  existing  business  activities  in  the  present  Canal  Zone, 
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in  accordance  with  tlie  Panama  Canal  Treaty  and  specifically  Article  IX  of  that 
agreement. 

6.  Nonprofit  Orga:nizations  Subcommittee 

Studies  procedures  for  certification  of  the  continued  provision  of  services  by 
organizations  and  individuals  engaged  in  nonprofit  activities,  in  accordance  with 
paragrapli  7  of  Article  IX  of  the  Panama  Canal  Treaty.  Coordinates  plans  on 
other  matters  concerning  organizations  and  individuals  engaged  in  nonprofit 
activities  according  to  the  provisions  of  Article  IX  of  the  Panama  Canal  Treaty .. 

7.  Health  akd  Sanitation  Subcommittee 

Coordinates  plans  for  the  transfer  of  Palo  Seco  Hospital  and  patients  to  the 
Government  of  Panama.  Coordinates  plans  for  the  transfer  t-o  the  Government 
of  Panama  of  non-U. S.  citizen  patients  at  the  Mental  Health  Center  who  will 
no  longer  be  the  I'esponsibility  of  the  United  States  Government.  Discusses  a 
range  of  health-related  matters  including  such  subjects  as  environmental  liealth 
standards,  quai'antine  responsibilities,  sanitation  of  food  service  establishments, 
surveillance  and  inspection  of  food  sources,  malaria  surveillance,  confinement 
of  animals  and  the  collection  and  disposal  of  stray  animals.  Coordinates  plan- 
ning with  respect  to  the  provision  of  public  health  and  sanitation  within  the 
Canal  operating  areas  and  housing  areas. 

8.  Social  Security  Subcommittee 

Coordinates  plans  for  providing  coverage  by  the  Panama  Social  Security 
Fimd  to  employees  of  the  former  Panama  Canal  Company  or  the  Canal  Zone 
Government,  or  of  the  new  Panama  Canal  Commission,  as  agreed  in  the  Panama 
Canal  Treaty.  Article  VIII  of  the  Agreement  in  Implementation  of  Article  III 
of  the  Panama  Canal  Treaty. 

9.  Utilities  Subcommittee 

Coordinates  the  study  of  the  plans  and  the  establishment  of  a  work  schedule 
for  the  transfer  to  Panama  of  installations  and  activities,  and  for  the  provision 
of  utility  services  to  commercial  and  industrial  enterprises.  Government  of 
Panama  facilities  and  to  persons  within  the  Canal  operating  areas  and  housing 
areas.  Coordinates  the  relations  between  the  organization  managing  the  Panama 
Canal  and  Republic  of  Panama  utility  agencies  on  matters  of  mutual  concern 
as  they  relate  to  Panama  Canal  Treaty  implementation. 

(a)   power  subcommittee 

Coordinates  plans  for  the  supply,  distribution,  metering  and  billing  of  power 
to  Panamanian  customers  in  areas  that  will  be  serviced  by  the  Panama  Canal 
Commission.  Establishes  the  framework  within  which  es.sential  separable  por- 
tions of  the  distribution  system  can  be  integrated  with  the  IRHE  network.  Also 
coordinates  plans  for  the  turnover  of  street  lighting  systems  to  the  Government 
of  Panama.  Provides  the  vehicle  for  the  coordination  of  .studies  for  further  and 
coordinated  power  supply  to  areas  of  the  former  Canal  Zone. 

(b)   communications  subcommittee 

Coordinates  the  studies  of  plans  with  respect  to  the  allocation  of  radio  fre- 
quencies within  the  Republic  of  Panama.  Coordinates  the  provision  of  telephone 
service  within  the  former  Canal  Zone.  Establishes  a  framework  to  gradually 
integrate  into  the  INTEL  system  the  portions  of  the  Panama  Canal  telephone 
sy.stem  excess  to  the  requirements  of  the  Panama  Canal  Commission. 

(c)  water  subcommittee 

Coordinates  plans  for  the  provision  of  water  meterinff  and  billing  to  areas 
of  the  former  Canal  Zone  no  longer  to  be  occupied  by  United  States  agencies. 
Establishes  a  framework  within  which  the  turnover  of  portions  of  the  water 
distribution  system  .serving  areas  no  longer  made  available  to  the  United  States 
can  take  place. 
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(d)   sewers  subcommittee 

Coordinates  plans  for  the  designation  of  responsibilities  for  drainage  and 
sewerage  system  mainteance  between  the  Government  of  Panama  and  the  Panama 
Canal  Commission.  Shall  provide  input  and  assist  in  establishing  recommenda- 
tions on  standards  for  grass  cutting,  street  cleaning  and  other  public  service 
activities  affecting  drainage.  This  subcommittee  will  also  coordinate  with  the 
Environmental  Subcommittee  plans  concerning  matters  pertaining  to  the  re- 
moval and  treatment  of  sewerage. 

10.  Garbage,  Trash  Collection  and  Street  Cleaning  Subcommittee 

Coordinates  plans  for  the  transfer  of  responsibility  for  garbage  and  trash  col- 
lection and  street  cleaning  in  the  Canal  operating  areas  and  housing  areas.  Also 
coordinates  all  matters  related  to  the  continuity  of  these  services  and  the  estab- 
lishment of  operation  standards,  and  levels  and  frequency  of  service. 

11.  Schools  Subcommittee 

Coordinates  plans  for  the  transfer  to  the  Government  of  Panama  of  school  fa- 
cilities and  activity  and  for  the  exchange  of  information  on  educational  experi- 
ences concerning  Panamanian  students  who  enroll  in  the  Panamanian  school 
system. 

12.  Postal   Services   Subcommittee 

Coordinates  plans  for  the  transfer  to  the  Government  of  Panama  of  the  han- 
dling mail  in  transit  through  the  present  Panama  Canal  Zone  and  of  the  Balboa, 
Gamboa,  Paraiso  and  Rainbow  City  post  offices,  as  well  as  for  the  provision  of 
post  office  space  in  the  Cristobal  Administration  Building.  Also  develops  and 
coordinates  plans  to  deal  with  postal  matters  of  mutual  concern  as  they  relate  to 
the  implementation  of  the  Treaty. 


Coordinaes  plans  to  establish  the  appropriate  procedures  for  the  exercise  of 
.iurisdiction  over  customs,  taxes  and  other  fiscal  matters  by  the  Republic  of 
Panama  in  the  territory  of  the  Panama  Canal  Zone. 

(A)  importation  subcommittee 

Develops  and  coordinates  plans  on  the  giiarantees  and  responsibilities  es- 
tablished by  the  Treaty  on  the  importation  privileges  of  the  Commission,  its 
employees,  and  contractors  with  respect  to  such  matters  as  documentation,  limi- 
tations and  control,  ^delations,  etc. 

(B)    TAXATION    subcommittee 

Develops  and  coordinates  plans  on  the  exemptions  established  by  the  treaty 
relating  to  income,  inheritance,  education,  sales,  and  other  taxes. 

14.  Roads  and  Streets  Subcommittee 

Coordinates  plans  for  the  maintenance  of  roads  and  streets  with  Canal 
operating  areas  and  housing  areas.  Coordinates  plans  for  the  transfer  of  roads 
and  streets,  the  Bridge  of  the  Americas  and  the  turnover  of  maintenance  re- 
sponsibility for  those  facilities  as  may  be  pertinent.  Makes  recommendations  on 
the  standards  for  the  levels  of  road  and  street  maintenance. 

15.  Fire  Protection  Subcommittee 

Develops  and  coordinates  the  planning  for  the  transfer  of  Balboa  and  Coco 
Solito  fire  stations  to  the  Government  of  Panama.  Also  develops  and  coordinates 
the  planning  for  functional  cooperation  and  responsibility  for  fire  protection  in 
the  area  of  the  Canal  to  establish  the  primary  areas  of  responsibility,  over- 
lapping areas  of  responsibility  and  central  dispatching. 
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16.  Employee  Documentation  Subcommittee 

Coordinates  plans  on  matters  concerning  entry  and  departure  of  U.S.  citizen 
employees  and  dependents  such  as  personal  documentation,  application  of  pro- 
cedures and  requirements,  notification  procedures  in  case  of  loss  or  change  of 
status,  etc. 

17.  Licensing  and  Registration  Subcommittee 

Coordinates  the  study  of  procedures  concerning  the  licensing  of  operators  and 
registration  and  inspection  of  vessels,  aircraft,  equipment  and  other  forms  of 
licenses. 

18.  Juridical  Subcommittee 

Coordinates  plans  on  juridical  matters  as  they  relate  to  Panama  Canal  Treaty 
implementation. 

Coordinates  plans  for  the  handling  of  judicial  matters  during  the  30-month 
transition  period  from  entry  into  force  of  the  Canal  Treaty  and  at  such  time 
as  facilities  are  made  available  to  Panamanian  authorities  to  fulfill  their 
judicial  responsibilities. 

Coordinates  plans  to  ensure  the  compliance  with  the  procedural  guarantees  pro- 
vided in  Annex  C  of  the  Agreement  in  Implementation  of  Article  III  of  the 
Panama  Canal  Treaty. 

19.  Claims  Subcommittee 

Coordinates  plans  on  matters  concerning  the  settlement  of  claims  as  provided 
for  in  Article  XVIII  of  the  Agreement  in  Implementation  of  Article  III  of  the 
Panama  Canal  Treaty.  Develops  studies  on  the  procedures  under  which  both 
parties  waive  any  claim  for  an  amount  less  than  $1,400.00. 

Develops  studies  on  the  procedui-es  for  intergovernmental  settlement  of  claims 
as  provided  for  in  paragraphs  1  through  3  of  Article  XVIII  of  the  Agreement  in 
Implementation  of  Article  III  of  the  Panama  Canal  Treaty. 

20.  Personnel  Subcommittee 

Coordinates  planning  on  matters  concerning  employment  with  the  Panama 
Canal  Commission  as  called  for  in  Article  X  of  the  Panama  Canal  Treaty.  Co- 
ordinates plans  for  the  development  of  employment  and  training  policies  to 
Increase  the  participation  of  Panamanian  nationals  in  the  operation  of  the 
Canal.  Coordinates  plans  for  furnishing  to  the  Republic  of  Panama,  prior  to  the 
entry  into  force  of  the  Treaty,  employment  regulations  established  by  the  Panama 
Canal  Commission  to  govern  terms,  conditions  and  prerequisites  of  employment 
for  all  categories  of  employees.  Coordinates  plans  for  furnishing  to  the  Republic 
of  Panama,  through  the  Coordinating  Committee,  information  concerning  posi- 
tions available  within  the  Panama  Canal  Commission.  Coordinates  plans  for  the 
receipt  and  utilization  of  information  from  the  Republic  of  Panama  on  the 
availability  of  Panamanian  nationals  with  the  skills  and  qualifications  required 
by  the  Panama  Canal  Commission.  Coordinates  plans  for  the  establishment  of 
standards  which  recognize  professional  licenses  issued  by  the  Republic  of  Panama 
in  cases  where  professional  licenses  are  required.  Coordinates  the  study  of  liait-on 
matters  involving  the  handling  of  labor  relations,  Panamanian  labor  unions  and 
other  matters  pertaining  to  labor-management  relations  of  the  Panama  Canal 
Commission. 

21.  Police  Subcommittee 

Coordinates  planning  for  the  provision  of  police  protection  in  the  Canal  operat- 
ing area,  housing  areas  and  the  Ports  of  Balboa  and  Cristobal  during  the 
80-month  transition  period.  Reviews  concepts  of  joint  patrol  operations  coordi- 
nates planning  for  the  police  presence  of  Panama's  Guardia  Nacional  in  Canal 
areas  during  the  transition  period.  Initiates  discussions  concerning  operational 
procedures  for  joint  patrols  and  for  expanded  joint  liaison  programs.  Initiates 
discussions  concerning  planning  for  the  transfer  of  the  Canal  Zone  Penitentiary 
as  specified  in  the  Treaty.  Coordinates  plans  for  the  transfer  of  the  responsibility 
for  traflic  management,  including  traffic  signals,  to  the  Republic  of  Panama. 
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'Coordinates  the  study  of  procedures  concerning  the  licensing  of  operators  and 
registration  and  inspection  of  motor  vehicles.  Coordinates  the  study  of  procedures 
concerning  the  bearing  of  private  firearms. 

22.  Environmental  Subcommittee 

Coordinates  plans  on  environmental  issues  of  mutual  concern.  Identifies  ways 
to  avoid  or  mitigate  adverse  environmental  impacts  of  actions  taken  under  the 
Treaty.  Serves  as  the  point  of  contact  between  the  organization  operating  the 
Canal  and  the  Republic  of  Panama  in  coordinating  solutions  to  common  environ- 
mental problems.  Participates  in  the  development  of  plans  for  the  creation  of  a 
permanent  .Joint  Commission  on  the  Environment  that  will  recommend  conserva- 
tion measures  to  both  governments  in  a  manner  consistent  with  Article  VI  of 
the  Panama  Canal  Treaty. 

23.  Liaison  Subcommittee 

Facilitates  speedy  commimication  between  the  Government  of  Panama's  Office 
of  the  Executive  Secretary  and  the  Panama  Canal  Company  and  Canal  Zone 
Government. 

Ad  Hoc  Groups 

The  following  ad  hoc  group  has  been  established  by  the  Binational  Working 
Group  in  recognition  that  the  matters  to  be  discussed  could  not  properly  be 
relegated  to  the  subcommittee  level : 

Ad  Hoc  Financial  Group 

Develops  studies  relative  to :  ( 1 )  The  annuities  and  payments  to  the  Republic 
-of  Panama  described  in  paragraph  4  of  Article  XIII  of  the  Panama  Canal  Treaty ; 
and.  (2)  the  annual  reimbursement  t<»  be  made  by  the  Panama  Canal  (''oramissi(m 
for  the  costs  incurred  by  the  Republic  of  Panama  in  providing  certain  public  serv- 
ices as  described  in  paragraph  5  of  Article  III  of  the  Panama  Canal  Treaty. 

Question.  What  demands  have  been  made  by  the  Panama  representatives  that 
our  groups  have  been  unable  to  resolve  at  this  point? 

Answer.  There  has  been  remarkable  cooperation  within  the  working  groups. 
They  work  by  consensus.  Discussions  have  been  confined  principally  to  identify- 
ing and  exploring  means  for  carrying  out  the  provisions  of  the  Treaty  and  asso- 
ciated agreements,  without  "demands"  by  either  side. 

Qiie.'ition.  By  what  date  would  this  legislation  have  to  be  completed  by  Con- 
gress to  assume  a  reasonably  smooth  implementation  of  the  Treaties? 

Answer.  In  sul)mitting  proposed  legislation  last  January  President  Carter 
observed  that  delay  in  enacting  it  beyond  May  31  coiild  make  conversion  to  the 
new  system  of  Canal  operation  and  defense  less  efficient  and  more  costly.  This 
is  particularly  so  because  of  the  disruptive  effect  of  delay  on  the  proce.ss  of 
realigning  the  work  force  for  the  tasks  and  assignments  which  will  exist  after 
the  Treaty  comes  into  effect,  October  1.  Moreover,  since  the  agency  that  will 
operate  the  Canal  after  October  1  is  to  be  established  in  accordance  with  United 
States  law,  much  of  the  remaining  binational  coordination  cannot  be  completed 
until  after  the  legislation  has  been  enacted.  If  Congressional  action  cannot  be 
completed  prior  to  the  August  recess,  the  difficulties  of  Treaty  implementation 
will  be  greatly  increased. 

Qiirstinti.  How  would  the  Administration  handle  the  situation  if  this  legis- 
lation is  not  completed  by  Octolter  1  ?  Has  the  Administration  moved  to  establish 
some  procedures  to  follow  for  continued  operation  of  the  Canal  in  the  event 
Congress  is  deadlocked  on  these  bills? 

Answer.  The  Administration  has  not  established  procedures  for  the  operation 
of  the  Canal  in  the  absence  of  implementing  legislation.  The  Administration 
made  a  conscious  decision  at  an  early  point  to  concentrate  on  the  timely  enact- 
ment of  suital)le  implementing  legislation.  If,  as  Treaty  day  approaches,  there 
were  indications  that  the  Congress  was  not  prepared  to  exercise  its  authority, 
the  Executive  Rrancli  would  have  to  consider  the  question  of  how  our  interests 
could  be  protected  in  the  absence  of  new  legislation.  Indeed,  it  would  be  the 
oliligation  of  the  Executive  to  take  every  appropriate  step  to  assure  the  con- 
tinued discharge  of  the  Ignited  States  responsibility  to  keep  the  Canal  operating. 
It  seems  clear  that,  as  a  general  matter,  any  arrangements  made  to  this  end 
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■would  be  far  less  satisfactory  and  eflacient  than  would  the  enactment  of  compre- 
hensive legislation. 

Question.  What  is  the  Administration  doing  to  calm  the  concerns  of  the 
current  Canal  employees  and  the  Panamanians  in  the  event  of  a  delay? 

Answer.  In  their  discussions  with  members  of  Congress,  representatives  of 
Oanal  employees,  and  Panamanian  officials  in  Washington  and  Panama,  Admin- 
istration officials  have  carefully  explained  the  effects  of  a  delay  in  Treaty  imple- 
mentation, if  legislation  is  not  enacted  by  October  1.  Our  officials  have  pursued 
a  policy  of  regularly  informing  employees  and  their  representatives  via  meetings 
.and  articles  in  tl»e  weekly  Canal  publication.  Spillicay,  of  all  developments 
regarding  preparations  for  Treaty  implementation. 

The  Office  of  Personnel  Management  has  approved  a  one  year  extension,  to 
September  30.  1980,  of  the  Canal  organization's  ma.ior  Reduction-in-Force  early 
retirement  option.  This  will  permit  employees  with  the  Commission  up  to  a  full 
■year  of  experience  with  the  new  Treaty  relationship  before  deciding  whether 
to  exercise  their  maior  RIF  option.  Without  the  extension  employees  would 
liave  been  required  to  exercise  their  option  by  September  30  of  this  year,  perhaps 
■even  before  the  precise  early  retirement  provisions  of  the  proposed  implementing 
legi^^lation  were  known.  AVhile  this  extension  does  not  apply  to  employees  being 
transferred  to  DOD,  it  will  help  the  majority  of  the  Canal  employees  to  make 
a  reasoned  decision  on  their  future  with  the  Canal  organization,  after  the  Con- 
gress has  acted  on  the  legislation. 

Qiirstion.  Is  it  true  fhat  Panama  sought  back  taxes  on  Canal  property  and 
from  individuals  in  the  early  negotiations? 

Answer.  In  the  Treaty  negotiations  the  Government  of  Panama  agreed  that 
it  would  not  seek  to  collect  taxes  on  US  Government  Canal  property  or  on  activi- 
ties of  a  private  commercial  nature  in  the  Canal  Zone  for  the  period  prior  to 
October  1,  1979.  Article  IX,  paragraph  1  of  the  Panama  Canal  Treaty  provides : 
"The  law  of  the  Republic  of  Panama  shall  be  applied  to  matters  or  events 
which  occurred  in  the  former  Canal  Zone  prior  to  the  entry  into  force  of  this 
Treaty  only  to  the  extent  specifically  provided  in  pHor  treaties  and  agreements" . 
(Italics  added.) 

In  January  of  this  year,  during  a  visit  to  Panama  by  members  of  the  Panama 
Canal  Subcommittee  of  the  House  Merchant  Marine  and  Fisheries  Committee,  a 
question  arose  about  Panama's  interpretation  of  the  quoted  Treaty  provision, 
in  relation  to  possible  retroactive  tax  claims  by  Panama  against  private  orga- 
nizations in  the  Canal  Zone.  On  March  21.  in  an  exchange  of  notes  with  the 
rS  Ambassador,  the  Panamanian  Foreign  Minister  confirmed  our  understand- 
ing that  under  the  Treaty  Panama  will  not  collect  taxes  or  other  charges  or 
impose  sanctions  against  businesses  or  organizations  operating  in  the  Canal 
Zone  for  the  period  prior  to  October  1, 1979. 

Question.  Does  Panama  plan  to  tax  property  in  the  Canal  Zone  which  goes 
to  it  October  1? 

Answer.  Property  which  passes  to  Panama  on  entry  into  force  of  the  Panama 
Canal  Treaty  will  l)e  subject  to  Panamanian  law  fi*om  that  date.  Such  property, 
and  other  property  subject  to  Panamanian  jurisdiction  which  is  not  exempted 
by  the  Treaty,  will  be  subject  to  Panamanian  taxation.  We  assume  that  Panama 
will  exercise  its  taxation  authority. 

Question.  Under  S.  1024  would  past  'annual  deficits  have  to  be  metj  before!  the 
contingency  payment  could  be  made  to  Panama?  How  does  H.R.  Ill  address 
this  issue? 

Answei'.  Both  H.R.  Ill  and  S.  1024  provide  that  past  annual  deficits  will  be 
met  from  Canal  revenues  before  making  the  payment  to  Panama  under  para- 
graph 4Cc)  of  Article  XIII  (the  so-called  "contingency"  payment). 

Question.  Has  Panama  requested  that  the  contingency  payment  be  budgeted 
for  in  the  toll  structure? 

Answer.  Panama  accepted  the  third  imderstanding  to  the  Senate  Resolution 
of  Ratification,  which  provided  that  the  United  States  need  not  set  tollrates 
at  levels  designed  to  produce  revenues  to  cover  the  contingent  payment  under 
Artirle  XIII (4)  (c).  Furthermore,  the  United  States  and  Panama  expressly 
reaffirmed  this  understanding  in  an  exchange  of  notes  on  March  21,  1979.  Since 
the  date  of  the  exchange  of  notes,  there  has  been  no  Panamanian  request  that 
the  United  States  budget  the  contingent  payment  into  the  toll  structure. 

Question.  What  problems  do  you  envision  as  to  the  contingency  payment? 

Answer.  Under  Article  XIII (4)  (c)  of  the  Treaty  as  ratified  Panama  has 
agreed  that  the  United  States  is  not  requii-ed  to  include  funds  for  the  contingency 
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payment  in  the  budget  of  the  Canal  Commission  or  in  the  calculation  by  which 
it  sets  tolls.  Further,  Panama  has  agreed  that  it  will  receive  such  a  payment 
only  if  there  is  an  excess  of  operating  revenues  over  expenditures.  In  light  of 
these  understandings,  we  anticipate  no  problems  between  Panama  and  the 
United  States  regarding  the  contingency  payment. 

However,  Section  250(e)  of  H.R.  Ill,  as  passed  by  the  House,  would  require' 
that  the  United  States  fund  expenditures  not  properly  chargeable  to  Canal; 
operations,  such  as  the  cost  of  property  transfers  and  new  US  defense  costs, 
out  of  operating  surpluses  before  Panama  could  be  paid  the  contingent  payment. 
Tliis  requirement,  if  retained,  would  when  implemented  violate  Article  XIII 
(4)  (C)  as  interpreted  by  both  the  United  States  and  Panama  and  would  cause 
a  serious  problem. 

Question.  What  are  the  major  income-producing  properties  that  will  be  given 
them  on  October  1  ? 

Answer.  The  major  properties  that  will  be  transferred  to  Panama  on  October  1 
are  the  harbor  terminals,  including  the  marine  bunkering  activity,  the  Panama 
Railroad,  food  service  units,  theaters,  and  bowling  alleys. 

Question.  What  are  the  major  income-producing  properties  that  will  be  given 
them  on  October  1  ? 

Answer.  The  major  properties  that  will  be  transferred  to  Panama  on  October  1 
are  the  harbor  terminals,  including  the  marine  bunkering  activity,  the  Panama 
Railroad,  food  service  units,  theaters,  and  bowling  alleys. 

Question.  How  mxich  income  will  this  produce  for  Panama  annually  ? 

Answer.  Of  these  activities,  the  only  one  that  has  proven  profitable  for  the 
Canal  has  been  the  Marine  Terminals  operation,  which  should  produce  a  profit 
of  about  $3.0  million  this  fiscal  year.  The  other  activities  have  been  operating  at 
a  loss  for  the  last  several  years.  We  have  no  way  of  estimating  the  amount  of 
income  these  properties  may  produce  for  Panama.  This  would  depend  a  great 
deal  upon  the  wages  paid  and  volume  of  business  that  Panama  will  be  able  to 
attract.  ITnder  current  accounting  practices,  profits  are  overstated  in  the  oper- 
ating accounts  since  general  overhead  costs  are  not  pro-rated.  Administrative 
and  logistical  support  under  Panamaninn  management  will  necessarily  have 
larger  expenditures  than  are  now  credited.  All  things  considered,  for  tlie  indefi- 
nite future  Panama  will  probably  lose  money  until  capital  improvements  are 
accomplished.  The  major  money  loser  is  the  Panama  Railroad.  The  railroad  could 
possibly  be  turned  into  a  profitable  operation  by  substantial  outlays  for  capital 
equipment,  extension  of  existing  lines,  increasing  up:er  charges,  and  changes  in 
transportation  regulations  that  force  increased  use  of  the  railroad  and  less  use 
of  trucking  for  Trans-Istlimian  trade. 

Question.  Do  they  have  nny  plans  to  sell  these  properties? 

Answer.  We  are  not  aware  of  any  plans  Panama  may  have  for  selling  the  prop- 
erty in  question.  It  is  our  undprstanding.  however,  that  the  Government  of  Pan- 
ama is  considering  the  sale  of  housing  in  Rainbow  City.  Paraiso  and  Pedro 
Miguel,  but  has  deferred  decisions  in  tliis  area  for  about  one  year. 

Question.  What  is  the  current  value  of  these  properties  as  well  as  the  land  we 
vacate  on  October  17? 

Answer.  The  estimated  net  book  value  of  the  plant  assets  that  transfer  to 
Panama  on  October  1,  is  .$9.5.8  million.  This  figure  includes  the  value  of  improve- 
ments to  property,  but  not  the  value  of  the  land  itself.  This  value  is  considerably 
less  than  current  value,  which  has  not  been  computed.  Land  in  the  Canal  Zone 
has  not  been  appraised  for  purposes  of  determining  market  values. 


Questions  Submitted  by  Sexator  .Tohn  Towkr,  Answers  Supplied  by 

Michael  Blumenfeld 

Question.  Secretary  Blumenfeld.  what  are  the  projected  costs  of  the  employee 
benefits  recommended  in  your  statement? 

Answer.  The  Office  of  Personnel  ^M.'inasrement  bas  estimated  the  co^^t  of  the 
early  retirement  provisions  to  I)e  an  additional  linbility  of  S210  million. 

No  detailed  study  of  the  costs  for  providintc  a  cost  of  living  allownnce  has 
been  made.  However,  we  estimate  that  under  the  current  situntion.  a  differential 
of  15%  of  base  pay  would  be  required  to  compensate  for  the  loss  of  benefits. 
It  is  impossible  to  estimate  accurately  the  number  of  U.S.  employees  who  will 
be  on  the  rolls  at  that  time,  but  it  is  safe  to  say  that  the  number  will  not  exceedr 
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2,000.  Based  on  this  and  on  an  estimated  average  annual  salary  of  $34,255  in 
FY  1985,  the  COLA  allowance  would  he  $10,277,400  in  1985.  Increases  thereafter 
as  a  consequence  of  inflation  are  likely  to  be  offset  by  attrition  of  the  work  force. 
On  this  basis,  and  again  under  the  assumption  of  no  change  in  differential,  au 
order-of-magnitude  estimate  of  COLA  costs  for  1985-2000  would  be  $154.0  million. 

Question.  How  would  you  rank  these  benefits  in  order  of  importance? 

Answer.  The  early  retirement  provisions  are  considered  to  be  a  more  impor- 
tant incentive  than  the  cost  of  living  allowance  in  that  retaining  personnel 
during  the  transition  period  is  the  most  critical  objective. 

Question.  What  is  the  main  basis  for  excluding  from  the  toll  base  structure 
the  early  retirement  costs  ? 

Answer.  The  primary  consideration  in  excluding  the  unfunded  liability  to 
the  Civil  Service  Retirement  Fund  from  the  tolls  base  is  to  minimize  the  overall 
tolls  increase  required  to  implement  the  Treaty.  It  is  estimated  that  including 
these  costs  in  the  tolls  base  w^ill  require  a  7.3%  increase  in  the  rate.  This,  when 
coupled  with  other  required  increases,  may  be  sufficient  to  cause  pronounced, 
although  not  dramatic,  diversion  of  canal  traflSc. 

Question.  Are  these  costs  not  considered  a  cost  of  operating  the  Canal? 

Answer.  The  costs  associated  with  traditional  retirement  programs  have  typi- 
cally been  considered  part  of  the  operating  costs  of  the  Canal.  However,  Article 
X,  See.  10(b)  of  the  Treaty  requires  the  Administration  to  seek  legislation  to 
provide  a  more  liberal  retirement  than  is  currently  provided  by  law.  Because 
of  this  requirement,  it  is  the  Administration's  position  that  costs  should  be 
underwritten  by  the  General  Fund  of  the  U.S.  Treasury. 

Question.  What  is  the  main  difference  between  teacher  benefits  contained  in 
the  House  bill  and  that  proposed  by  the  administration? 

Answer.  The  pay  system  used  by  the  Canal  Zone  Schools  System  is  different 
from  that  used  by  the  Department  of  Defense  Overseas  Dependents  Schools  Sys- 
tem. Pay  for  the  Canal  Zone  Schools  is  presently  based  on  pay  rates  paid  by  the 
District  of  Columbia  Public  Schools  System.  Pay  for  DOD  schools  is  derived 
from  rates  paid  by  public  school  systems  in  the  United  States  which  serve  urban 
centers  of  100.000  population  or  more.  Tlie  rates  paid  by  the  Canal  Zone  schools 
are  much  higher  than  the  rates  paid  by  the  DOD  schools  which  will  operate  the 
schools  beginning  on  October  1,  1979.  In  merging  the  Canal  Zone  teachers  into 
the  DOD  system,  an  arrangement  had  been  worked  out  with  the  American  Fed- 
eration of  Teachers,  representing  the  teachers  in  the  Canal  Zone,  whereby  they 
would  retain  their  current  base  and  be  granted  one-half  of  the  salary  increases 
granted  by  DOD  until  pay  comparal>ility  is  reached. 

Employees  of  the  Panama  Canal  Company/Canal  Zone  Government  currently 
receive  five  days  of  paid  travel  each  time  they  take  home  leave  in  the  United 
States.  DOD  planned  to  change  this  for  those  employees  transferring  to  DOD, 
providing  them  with  actual  travel  time  to  their  home  of  record  in  the  United 
States.  This  is  the  same  benefit  currently  provided  to  DOD  employees. 

The  Administration's  proposed  implementing  legislation  contained  the  neces- 
sary authority  to  make  this  change.  The  provisions  in  the  House  Bill  would 
preclude  it. 

Question.  What  are  the  cost  differences? 

Answer.  The  House  Bill  would  require  DOD  to  maintain  two  completely  dif- 
ferent pay  systems  for  the  life  of  the  Treaty,  one  for  those  employees  who  are 
transferring  to  DOD  and  one  for  other  DOD  teachers.  Currently,  teachers  with 
the  Canal  Zone  Schools  System  receive  salaries  several  thousand  dollars  higher 
than  DOD  teachers.  For  example,  a  teacher  in  the  DODDS  with  4  years'  exper- 
ience and  a  bachelor's  degree  would  have  a  base  pay  of  $11,550  while  a  similar 
teacher  with  the  CZSS  would  have  a  base  pay  of  $13,758 — a  difference  of  $2,208. 
With  about  700  teachers  transferring,  this  could  cost  DOD  as  much  as  $1.5 
million  a  year.  Additional  administrative  expenses  would  be  required  to  es- 
tablish and  maintain  the  two  separate  pay  systems.  The  3-4  days  additional 
travel  time  every  other  year  w^ould  result  in  a  net  loss  of  approximately  1,840 
man-days  of  production  time  annually  or  approximately  $100,000. 

Question.  Why  do  you  feel  the  administration  position  is  best? 

Answer.  We  prefer  the  Administration  proposal  because  it  would  be  more  costly 
under  the  House  Bill,  and  clearly  inequitable,  to  administer  two  distinctly  dif- 
ferent pay  and  travel  systems  for  employees  of  the  same  activity. 

Question.  What  are  the  differences  in  labor  costs  between  the  House  bill  and 
S.  1024? 
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Answer.  The  House  Bill,  H.R.  Ill,  provides  that  the  minimum  wage  provisions 
of  the  Fair  Labor  Standards  Act  would  apply  to  all  employees  on  the  Isthmus. 
The  estimated  appropriated  funds  cost  of  this  provision  is  at  least  $83  million 
more  expensive  over  a  ten  year  period  than  the  most  costly  alternative  now  being 
considered  l>y  the  Department  of  Defense  for  DOD  employees  hired  after  1  Octo- 
ber, and  adds  over  $100  million  dollars  to  the  toll  base  over  the  next  decade 
versus  the  wage  policy  planned  for  Panama  Canal  Commission  new  hires  after 
1  October. 

Question.  AVhich  approach  would  be  less  disruptive  to  the  Panamanian 
economy  V 

Answer.  The  Republic  of  Panama,  encouraged  by  union  officials,  supports  the 
wage  policy  in  H.R.  Ill  since  it  results  in  the  maximum  inl"usion  to  the  Paua- 
nuniian  economy.  In  point  of  fact,  all  proposals  being  considered  by  Depart- 
ment of  Defense  officials  offer  substantially  higher  wage  rates  than  are  prevalent 
on  the  local  economy. 

Qitesfioii.  Mr.  Secretary,  in  your  statement  on  the  immigration  issues,  you 
favored  waiver  of  the  public  charge  portion  of  the  Immigration  Act.  Would 
you  clarify  that  position? 

Answer.  The  Administration's  proposed  legislation  on  immigration  was  very 
carefully  developed  in  order  to  balance  out  obligations  to  dedicated  employees 
with  our  need  to  minimize  the  number  of  individuals  eligible  to  immigrate.  The 
concern  and  the  need  for  special  immigration  is  focused  on  the  West  Indinns: 
but  it  is  difficult,  if  not  impossible,  to  write  legislation  which  will  apply  only 
to  employees  of  .specified  ethnic  descent.  What  we  really  want  to  do  is  ease 
problems  of  people  who  are  least  as.similated  into  the  Panamanian  culture  and 
societv. 

Section  llS2(a)  (15)  of  the  Immigration  and  Nationality  Act  (8  F.S.C.  1182 
(a)  (15))  pi'ovides  for  the  exclusion  of  "Aliens  who,  in  the  opinion  of  the 
consular  officer  at  the  time  of  application  for  a  visa,  or  in  the  opinion  of  the 
Attorney  General  at  the  time  of  application  for  admission,  are  likely  at  any  time 
to  liecome  jiublic  charges". 

The  guidelines  used  to  aid  in  this  determination  are  based  on  annual  income 

nnd  the  size  of  the  family.  These  guidelines  are  : 

Avvual 

Family  members :  income 

1   $8.  140 

2  4,  mo 

3  5.  ISO 

4  fi,  200 

5 . 7,  220 

6 8,  240 

Since  the  average  annuity  of  a  non-I\S.  retiree  is  approximately  $400  per 
month,  this  would  effectively  preclude  approximately  half  of  our  current  retirees, 
and  many  of  our  current  employees  with  more  than  15  years  of  service  who  Inter 
retire,  from  exercising  the  special  immigrant  ojition  at  all.  This  would  contn- 
vene  the  spirit  and  basic  intent  that  generated  the  inclusion  of  the  special 
immigrant  status  in  the  imphMuenting  legislation.  The  approval  of  this  provision 
with  its  recommended  limitation  to  the  transition  period  would  constitute  an 
appropriate  expression  of  appreciation  by  the  T'.S.  Government  for  the  contribu- 
tion made  by  these  loyal  employees,  many  of  whose  ancestors  participated  in  the 
construction  of  the  waterway. 

Qvrsfinn.  Mr.  Secretary,  how  do  you  interpret  the  Trenty  right  of  the  U.S. 
to  intervene  to  maintain  the  neutralitv  of  the  Canal  after  the  year  2000? 

Answer.  Article  IV  of  the  Treaty  Concerning  the  Permanent  Neutrality  and 
Operation  of  the  Panama  Canal  (Neutrality  Treaty)  with  its  amendments, 
reservfitions  and  conditions,  provides  a  sufficient  bnsis  for  the  T'nited  State*;  to 
take  whatever  action  may  be  required  to  protect  the  Canal,  and  ensure  that  it 
remains  neutrnl.  open  and  availnl)ie  to  the  Ignited  States.  Intervention  l»y  the 
T'.S.  In  the  internal  affairs  nf  P.^nnma  is  unnecessary  to  protect  our  interest  and' 
is  f'learlv  prohil)ited  by  the  Treaties. 

Qiies-tinn.  Is  it  your  opinion  th'it  if  Panama  closed  down  the  Canal  for  any 
reason  the  F.S.  wou'd  have  the  right  to  go  in  and  reopen  it? 

.\nswer.  The  Neutrality  Trenty  clearly  provides  tliat  the  CS.  shall  have  the- 
right  to  take  such  steps  including  the  use  of  military  forces  as  may  be  necessary- 
to  protect  our  interests  in  the  Canal. 
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Question.  How  do  you  separate  in  your  own  mind  the  conflict  between  our 
agreement  not  to  intervene  in  tlie  internal  affairs  of  Panama  and  the  possibility 
that  internal  politics  in  Panama  could  lead  to  a  Canal  closing  for  political 
reasons  ? 

Answer.  The  steps  that  the  U.S.  might  have  to  take  under  such  condition.s 
would  be  for  the  sole  purpose  of  ensuring  that  the  Canal's  operation  was  restored. 
They  would  not  include  actions  aimed  at  the  internal  political  processes  of 
Panama. 

Question.  In  the  House,  you  testified  we  had  the  right  to  go  in  and  reopen  the 
Canal  if  it  were  closed  by  a  "third  country  or  by  internal  forces  within  the 
country  of  Panama." 

What  if  these  "internal  forces"  are  the  government  of  Panama? 

Answer.  Senator,  the  published  testimony  of  the  House  hearings  do  not  reflect 
such  a  statement  in  my  testimony.  However,  the  U.S.  has  the  right  to  ensure 
that  the  canal  remains  open,  neutral  and  available  to  us,  regardless  of  the  nature 
or  origin  of  the  forces  operating  against  it. 

Question.  Mr.  Secretary,  what  have  been  the  main  disagreements  to  date  be- 
tween the  working  groups  as  they  move  to  pave  the  way  for  the  changeover 
October  1? 

Answer.  Many  problems  have  arisen,  but  none  to  date  are  insurmountable. 
The  principal  tasks  of  the  Binational  Working  Group  (BWG)  have  been  to 
identify  the  major  areas  of  preliminary  planning  required,  define  stages  within 
the  agreed  tasks,  and  seek  common  solutions  to  the  problems  involved.  The  i-esults 
thus  far  have  been  satisfactory. 

For  example,  Panama  has  been  forthcoming  in  offering  conditions  for  the  con- 
tinued oepration  of  non-i)rofit  organizations  which  are  important  to  employee 
morale.  Agreement  has  been  reached  on  plans  to  deal  with  deforestation  and 
illegal  farming  and  wood  cutting  within  the  Canal  watershed.  Operation  of  the 
ports  and  railroad  has  been  a  subject  of  detailed  discussion  with  regard  to  reten- 
tion of  personnel,  transfer  of  assets  and  training  assistance.  Panama's  concern 
over  tug  boats  letl  to  a  time-sharing  offer  whereby  Commission  tugs  assigned  to 
Canal  operations  would  provide  assistance  to  port  operations  when  feasible,  on  a 
reimbursable  basis.  Labor  relations  and  wage  policy  have  also  been  thoroughly 
discussed.  Current  unresolved  issues  include  reimbursable  labor  and  support 
services  required  by  Panama  as  a  result  of  the  reduction-in-force  procedures  of 
the  Panama  Canal  Company  and  Canal  Zone  Government,  and  si>eciflc  conditions 
for  the  transfer  of  movable  property  not  mandated  by  Treaty  and  excess  to  the 
U.S.  Government. 

Question.  Is  it  true  that  Panama  sought  back  taxes  on  Canal  property  and 
from  individuals  in  the  early  negotiations? 

Answer.  Panama  has  long  taken  the  view  that  under  the  1903  Treaty,  they 
had  the  right  of  taxation.  We  have  disagreed  except  for  the  taxation  of  Pan^ 
anianians  working  for  the  Canal  Zone  Government/Panama  Canal  Company.  In 
order  to  assure  that  this  subject  caused  no  further  problems  after  October  1. 
1979,  during  the  negotiations,  the  United  Stiites  tabled  the  question  and  both 
parties  agreed  to  Article  IX,  paragraph  1  of  the  Treaty,  which  states  that 
"The  law  of  the  Republic  of  Panama  shall  be  applied  to  matters  or  events  which 
occurred  in  the  former  Canal  Zone  prior  to  the  entry  into  force  of  this  Treaty 
only  to  the  extent  specifically  provided  in  prior  treaties  and  agreements".  Thi.^ 
only  gives  the  Republic  of  Panama  the  right  to  tax  their  citizens. 

Question.  Do  they  plan  to  tax  property  in  the  Canal  Zone  which  goes  over  to 
them  October  1? 

Answer.  Property  which  passes  to  Panama  on  the  entry  into  force  of  the 
Panama  Canal  Treaty  on  October  will  be  subject  to  Pan,amanian  law  on  that 
date.  Such  property  and  other  property  subject  to  Panamanian  jurisdiction 
which  is  not  specifically  exempted  by  the  Treaty  will  be  subject  to  Panamanian 
taxation.  We  assume  that  Panama  will  exei-cise  its  taxation  authority. 

Question.  What  are  the  major  income  protlueing  properties  that  will  be  given 
them  on  October  1  ? 

Answer.  The  major  properties  that  will  be  transferred  to  Panama  on  Oetoljer  1 
are  the  harbor  terminals,  including  the  marine  bunkering  activity,  tlie  Panamu 
Railroad,  food  service  units,  tlieaters,  and  bowling  alleys. 

Question.  How  much  income  will  this  produce  for  Panama  annually? 

Answer.  Of  these  activities,  the  only  one  that  has  proven  profitable  for  the 
Canal  has  been  the  Marine  Terminals  operation,  which  should  produce  a  profit 
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of  about  $3.0  million  this  fiscal  year.  The  other  activities  have  been  operating  at 
a  loss  for  the  last  several  years.  We  have  uo  way  of  estimating  the  amount  of 
income  these  properties  may  produce  for  Panama.  This  would  depend  a  great  deal 
upon  the  wages  paid  and  volume  of  business  that  Panama  will  be  able  to  attract. 

Under  current  accounting  practices,  profits  are  overstated  in  the  operating 
accounts  since  general  overhead  costs  are  not  prorated.  Administrative  and 
logistical  support  under  Panamanian  management  will  necessarily  have  larger 
expenditures  than  are  now  credited.  All  things  considered,  for  the  indefinite 
future  Panama  will  probably  lose  money  until  capital  improvements  are  accom- 
plished. 

The  major  money  loser  is  the  Panama  Railroad.  The  railroad  could  possibly 
be  turned  into  a  profitable  operation  by  substantial  outlays  for  capital  equip- 
ment, extension  of  existing  lines,  increasing  user  charges,  and  changes  in  trans- 
portation regulations  that  force  increased  use  of  the  railroad  and  less  use  of 
trucking  for  Trans-Isthmian  trade.  These  moves  collectively  would  be  politically 
and  financially  difiicult  for  Panama  to  accomplish. 

Question.  Do  they  have  any  plans  to  sell  these  properties? 

Answer.  We  are  not  aware  of  any  plans  Panama  may  have  for  selling  the 
property  in  question.  It  is  our  understanding,  however,  that  the  Government  of 
Panama  is  considering  the  sale  of  housing  in  Rainbow  City,  Paraiso  and  Pedro 
Miguel,  but  has  deferred  decisions  in  this  area  for  about  one  year. 

Question.  What  is  the  current  value  of  these  properties  as  well  as  the  land  we 
vacate  on  October  1? 

Answer.  The  estimated  net  book  value  of  the  plant  assets  that  transfer  to 
Panama  on  October  1  is  $95.8  million.  This  figure  includes  the  value  of  improve- 
ments to  property,  but  not  the  value  of  the  land  itself.  This  value  is  considerably 
less  than  current  value,  which  has  not  been  computed.  Land  in  the  Canal  Zone 
has  not  been  appraised  for  purposes  of  determining  market  values. 

Question.  Has  Panama  requested  that  the  contingency  payment  be  budgeted 
for  in  the  toll  structure? 

Answer.  Panama  accepted  the  third  understanding  to  the  Senate  Resolution 
of  Ratification  which  provided  that  the  United  States  need  not  set  toll  rates  at 
levels  designed  to  produce  revenues  to  cover  the  contingent  payment  under 
Article  Xin(4)  (c).  Furthermore,  the  United  States  and  Panama  expressly  re- 
affirmed this  understanding  in  an  exchange  of  notes  on  March  21,  1979.  Since  the 
dote  of  the  exchange  of  notes,  there  has  been  no  Panamanian  request  that  the 
United  States  budget  the  contingent  payment  into  the  toll  structure. 

Question.  What  problems  do  you  envision  as  to  the  contingency  payments? 

Answer.  The  understandings  between  the  United  States  and  Panama  on  the 
contingent  payment  under  Article  XIII (4)  (c)  of  the  Treaty  include  that  (a) 
the  United  States  is  not  required  to  budget  for  the  payment  in  the  toll  structure, 
and  (b)  the  payment  will  be  made  out  of  any  annual  operating  surplus  of  the 
Panama  Canal  Commission.  This  surplus  is  understood  to  mean  any  excess  of 
Canal  revenue  over  expenditures  needed  to  operate  the  Canal.  However,  Section 
250(e)  of  H.R.  Ill  would  require  that  the  United  States  fund  non-Canal  opera- 
tional expenses,  e.g.,  new  defense  costs,  out  of  such  surpluses  before  Panama 
could  be  paid  the  contingent  payment.  This  requirement  would  violate  Article 
XIII  (4)  (c)  as  interpreted  by  both  the  United  States  and  Panama. 

Question.  Under  S.  1024,  would  past  annual  deficits  have  to  be  met  before  con- 
tingency payments  could  be  made  to  Panama?  How  does  H.R.  Ill  address  this 
issue? 

Answer.  Both  H.R.  Ill  and  S.  1024  provide  that  past  annual  deficits  would 
have  to  be  met  by  Canal  revenues  before  the  contingent  payment  is  made  to 
Panama. 


Questions   Submitted  by   Senator  Strom   Thurmond,   Answers   Supplied  bt 

Warren  M.  Christopher 

Question.  Mr.  Secretary,  how  do  you  interpret  the  Treaty  language  as  to 
the  authority  to  set  tolls? 

Answer.  Under  Article  III,  section  2(d)  of  the  Panama  Canal  Treaty  of  1977 
the  United  States,  not  the  Panama  Canal  Commission,  is  vested  with  the  author- 
ity to  set  tolls  and  admeasurement  rules.  It  is  therefore  necessary  and  appropri- 
ate that  the  United  States,  through  its  legislative  processes,  should  determine 
how  the  United  States  Government  should  exercise  its  toll-setting  authority. 
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Question.  Mr.  Secretary,  since  the  U.S.  has  a  majority  position  on  the  Board, 
would  it  not  follow  that  it  is  within  our  authority  to  determine  how  the  U.S. 
exercises  its  majority  control  as  to  tolls? 

Answer.  Under  Article  III,  section  2(d)  of  the  Treaty  the  power  to  establish 
tolls  and  admeasurement  rules  is  vested  in  the  United  States,  not  the  Panama 
Canal  Commission.  If  the  procedure  for  establishing  toll  rates  and  admeasure- 
ment rules  in  S.  1024  is  adopted  by  Congress,  the  United  States  majority  on  the 
Board  of  the  Panama  Canal  Commission  would  have  the  decisive  role  in  de- 
termining what  rates  and  rules  are  recommended  by  the  Board  of  Directors 
for  final  decision  by  the  President. 

Question.  Under  this  bill,  if  one  member  of  the  U.S.  Board  sided  with  Panama, 
then  Panama  could  in  effect  set  the  toll  rate.  Would  you  favor  a  requirement 
that  Congress  require  the  U.S.  members  of  the  Board  to  vote  en  bloc  in  toll  rates? 

Answer.  Such  a  provision  is  not  necessary.  Under  the  Panama  Canal  Treaty, 
Panama  will  not  have  the  power  to  set  toll  rates  through  its  participation  on  the 
Board  of  Directors  of  the  Panama  Canal  Commission.  That  power  is  vested  in 
the  United  States,  and  under  S.  1024,  changes  in  toll  rates  proposed  by  the  Board 
will  be  subject  to  the  approval  of  the  President,  whose  action  shall  be  final.  In 
any  event,  it  is  the  intention  of  the  Administration  that  United  States  members 
of  the  Board  should  vote  in  accordance  with  coordinated  policy  guidance  on 
such  important  matters. 

Question.  How  will  the  Supervisory  Board  of  the  Commission  operate? 

Answer.  Article  111(3)  fa)  of  the  Panama  Canal  Treaty  provides  that  the 
Panama  Canal  Commission  shall  be  supervised  by  a  Board  composed  of  nine 
members,  five  of  whom  shall  be  nationals  of  the  United  States  and  four  of  whom 
shall  be  Panamanian  nationals  proposed  by  Panama  for  appointment  by  the 
United  States. 

As  is  currently  the  case  with  the  Panama  Canal  Company,  the  Board  would 
meet  at  regular  intervals,  and  as  otherwise  required,  to  approve  major  policies  and 
decisions  under  which  the  Commission  will  function.  The  Administrator  will  be 
guided  by  Board  decisions  in  operating  the  Canal. 

Question.  Will  their  decisions  be  subject  to  approval  by  a  designated  Cabinet 
ofl[icer  or  the  President? 

Answer.  The  Treaty  does  not  provide  for  the  approval  of  Board  decisions  by 
the  President  or  a  Cabinet  officer. 

Under  the  proposed  legislation,  a  quorum  of  the  Supervisory  Board  must  con- 
tain a  majority  of  American  members.  That  majority  can  be  expected  to  effectuate 
the  T'.S.  point  of  vi?w.  Under  the  Administration  proposal,  the  American  Board 
members  would  be  U.S.  officials  subject  to  instructions  to  implement  U.S.  policy 
as  determined  by  inter-agency  coordination  in  Washington.  Under  the  House  bill, 
which  provides  for  three  American  members  drawn  from  the  private  sector,  the 
American  members  would  be  required  to  vote  as  directed  by  the  Secretary  of 
Defense  or  his  designee. 

Question.  What  veto  would  the  U.S.  have  if  one  of  the  American  members  of 
the  Board  sided  with  the  Panamanian  members  on  an  issue? 

Answer.  While  there  is  no  provision  in  the  Treaty  for  a  veto  over  acts  of  the 
Supervisory  Board,  both  the  general  provisions  of  the  Treaty  and  the  terms  of 
proposed  legislation  ensure  that  the  United  States  will  be  able  to  make  its  views 
prevail  in  decisions  of  the  Panama  Canal  Commission. 

Article  III  of  the  Treaty  gives  the  United  States  of  America — not  the  Com- 
mission— the  right  to  manage,  operate  and  maintain  the  Panama  Canal :  and  the 
Treaty  provides  that  the  United  States  shall  carry  out  its  responsilulitifs  in 
regard  "by  means  of  a  United  States  agency  called  the  Panama  Canal  Commis- 
sion, which  shall  be  constituted  by  and  in  conformity  with  the  laws  of  the  the 
United  States  of  America". 

Under  the  proposed  legislation,  the  United  States  can  ensure  that  the  Super- 
visory Board  of  the  Panama  Canal  Commission  avoids  decisions  contrary  to 
American  interests  in  the  following  ways  : 

1.  The  American  Board  members  will  serve  at  the  pleasure  of  the  President: 
recalcitrant  members  could  be  immediately  removed  and  replaced,  and  any  un- 
authorized or  improper  decision  revoked. 

2.  Operations  of  the  Commission  would  take  place  under  the  oversight  oi 
direction  of  the  Secretary  of  Defense  or  his  designated  agent,  who  will  tlirongh 
appropriate  coordination  processes  determine  the  position  of  the  United  States 
on  pending  matters  and  communicating  that  position  to  the  United  States  Board 
members. 

4S-3G6 — 79 11 
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3.  Under  the  Administration  proposal,  the  American  Board  members  would 
be  Government  officials  subject  to  instructions  for  the  implementation  of  co- 
ordinated U.S.  Government  iiolicy. 

4.  Under  the  bill  passed  by  the  House  of  Representatives,  American  Board 
members  would  be  required  to  vote  as  directed  by  the  Secretary  of  Defense  or 
his  designee. 

In  the  circumstances,  no  additional  purpose  would  be  served  by  giving  the 
United  States  a  direct  veto  over  actions  of  the  Supervisory  Board.  From  the 
political  standpoint,  it  is  preferable  to  exercise  American  control,  as  foreseen 
in  the  Treaty,  through  the  use  of  the  voting  procedure  in  the  Board,  rather  than 
through  a  direct  veto  which  overrides  Board  actions  in  which  the  Panamanian 
members  will  have  participated. 

Question.  Does  the  President  plan  to  designate  Cabinet  or  subcabinet  officers 
as  American  members  of  the  Board  ? 

Answer.  Under  the  Administration  proposal,  all  U.S.  members  of  the  Board 
would  be  high-level  officials  drawn  from  the  Departments  of  Defense,  State, 
Treasury,  Commerce  and  Transportation.  The  intention  is  to  designate  eiriier 
sub-cabinet  representatives  or  their  immediate  subordinates. 

Question.  Would  these  members  have  time  to  operate  effectively  as  Board 
members  ? 

Answer.  It  is  the  Administration's  intent  to  appoint  officials  who,  as  a  part 
of  their  regular  duties  with  the  U.S.  Government,  would  be  able  to  participate 
actively  and  effectively  on  the  Board. 

Currently  the  U.S.  Government  officials  who  serve  on  the  Panama  Canal  Com- 
pany's Board  of  Directors  serve  in  their  personal  capacities.  Their  official  duties 
take  precedence  over  their  Board  activities. 

Question.  Yfhat  is  your  position  on  Senate  confirmation  of  the  American 
Board  members? 

Answer.  The  Administration's  bill  continues  the  present  practice  under  which 
Board  members  are  not  suliject  to  confirmation.  It  is  the  intention  of  the 
Administration  to  name  high-ranking  U.S.  officials  to  fill  the  U.S.  seats  on  the 
Board.  These  officials  would  either  have  been  confirmed  by  the  Senate  or  would 
be  subject  to  the  direct  .«upervision  of  an  ofilcial  who  has  been  confirmed. 
Separate  confirmation  of  directors  would  be  unnecessary. 

Question.  Under  the  Administration  bill,  what  cabinet  officer  would  be  directly 
responsible  for  the  operation  of  the  Canal  within  our  own  government? 

Answer.  It  is  the  intention  of  the  President  to  give  the  Secretary  of  Defense 
oversight  responsibility  for  the  Panama  Canal  Commission. 

Question.  Under  S.  1024  could  the  President  order  the  Armed  Forces  to  take 
control  of  the  Canal  operation  in  the  event  of  an  emergency  or  war?  Should 
this  authority  be  written  out  in  law  as  was  done  in  the  House? 

Answer.  Tlie  President  of  the  United  States — who  appoints  and  may  remove 
the  Canal  Administrator  and  the  U.S.  military  commander — has  ample  authority 
under  S.  1024  to  see  to  it  that  the  defense  and  operational  reqiiirements  of  the 
Canal  continue  to  be  closely  coordinated.  For  example,  throiigh  our  control  of 
the  Commission  Board,  the  U.S.  could  ensure  that  a  standing  order  would  be 
issued  to  all  Commission  employees  to  comply  with  all  Canal  defense  require- 
ments as  defined  by  the  Canal  defense  forces.  If  necessary,  the  President  could 
ai^point  military  officers  to  serve  on  the  Board  and  in  top  managerial  positions 
in  the  Commission. 

Although  the  President's  authority  in  this  respect  could  be  written  into  the 
law  so  long  as  the  procedures  specified  were  consistent  with  out  rights  and 
obligations  under  the  Treaty,  the  Administration  believes  that  such  action  would 
be  covmterproductive.  Specifying  particular  measures  in  the  statute  could  serve 
to  restrict  the  President  from  exercising  the  broad  range  of  authority  availnble 
to  him  under  the  Treaty.  It  was  for  this  reason  that  the  Administration  bill  did 
not  seek  to  specify  particular  procedures  to  be  followed  in  time  of  war. 

In  any  event,  the  language  adopted  by  the  House  in  Section  lOS  of  H.R.  Ill  is 
not  an  appropriate  means  of  dealing  -nith  this  issue.  Although  the  Committee 
Report  on  H.R.  Ill  reflects  an  intent  which  is  consistent  with  the  terms  of  the 
Panama  Canal  Treaty — namely  that  there  should  be  close  coordination  between 
the  exercise  of  U.S.  rights  to  operate  and  defend  the  Canal,  the  language  of  the 
statute,  if  applied  literally,  would  be  inconsistent  with  the  Panama  Canal  Treaty. 
Article  111(3)  of  the  Treaty  provides  that  the  U.S.  ^all  carry  out  its  responsi- 
bilities through  the  Panama  Canal  Commission,  which  is  to  he  supervised  b-^  a 
nine  member  board  comprised  of  five  Americans  and  four  Panamanians.  Tlie 
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language  of  the  House  bill  suggests  that  in  time  of  war  the  President  could  set 
aside  this  entire  structure  and  place  the  Canal  under  the  exclusive  authority  and 
jurisdiction  of  a  military  officer.  As  the  Committee  Report  on  H.R.  Ill  indicates, 
such  drastic  measures  have  never  been  applied  to  the  Panama  Canal  even  during 
war-time ;  the  measures  which  have  been  applied  during  the  two  world  wars 
could  properly  be  implemented  in  the  future  through  procedures  which  would  not 
affect   the  integrity   of  the  Commission  structure  established  in   the  Treaty. 

Thus,  the  question  is  largely  one  of  form  and  procedure.  The  U.S.  has  ample 
authority  under  the  Treaty  to  defend  the  Canal  and  assure  unity  of  command. 
That  authority  should  be  exercised  through  the  mechanisms  established  in  the 
Treaty,  and  not  through  some  other  procedure.  Displacing  the  Commission  from 
its  operations  responsibility  would  be  inconsistent  with  this  Treaty  provision. 

Question.  Would  not  the  Corporation  proposed  by  the  Administration  result  in 
the  Canal  being  subject  to  the  U.S.  Head  of  Mission  in  Panama,  excepting  of 
course  the  actual  Canal  operation? 

Answer.  The  relationship  between  the  Panama  Canal  Commission  and  the 
U.S.  Chief  of  Mission  in  Panama  will  not  be  affected  by  the  designation  of  the 
Commission  as  a  Government  corporation,  rather  than  an  appropriated  funds 
agency. 

In  either  case,  the  relationships  of  the  United  States  Ambassador  will  be 
determined  by  legislation  and  by  Executive  Branch  arrangements  which  have" 
already  been  formulated. 

Under  both  the  Administration  and  the  House  bills,  the  United  States  Ambas-- 
sador  to  Panama  is  given  full  responsibility  for  coordination  of  the  transfer  to 
Panama  of  those  functions  it  will  assume  pursuant  to  the  Canal  Treaty  and 
related  agreements.  The  bills  further  provide  that  the  Administrator  and  the' 
Commission  shall  not  be  subject  to  the  direction  or  supervision  of  the  Ambassador" 
in  the  operation,  management  or  maintenance  of  the  Canal ;  in  other  i-espects,  thej 
Ambassador's  general  authority  over  American  activities  in  the  host  country 
would  apply. 

Consequently,  the  Ambassador's  authority  over  U.S.  Government  activities  in 
Panama  would  be  less  extensive  than  in  other  countries  where  the  U.S.  Ambassa- 
dor is  responsible  for  all  U.S.  Government  activities  (except  those  of  military 
commanders  with  a  direct  chain  of  command  link  to  the  JCS  and  the  President). 
The  Ambassador  would  however  be  kept  fully  informed  on  Commission  activities 
bearings  on  U.S.  relations  with  the  Government  of  Panama.  He  would  be  ex- 
pected to  assess  those  activities  in  light  of  our  national  objectives  in  Panama. 

Question.  Does  S.  1024  require  any  annual  financial  report  to  the  Congress  for 
the  Canal  operations? 

Answer.  S.  1024  does  not  require  any  new  financial  report.  However,  under 
existing  law,  the  Canal  operation  is  required  to  submit  an  annual  budget  pro- 
gram to  the  Congress  and  to  an  annual  audit  by  the  GAO. 

Question.  Mr.  Secretary,  as  you  know,  the  Administration  initially  presented 
these  Treaties  to  the  Senate  on  the  grounds  there  would  be  no  cost  ot  the  tax- 
payers. Following  this  Committee's  report  on  February  7,  1978  the  State  Depart- 
ment issued  a  letter  to  the  Senate  on  February  10  admitting  to  sizable  direct 
Treasury  costs.  However  this  letter  stated  "it  is  unlikely  to  be  much  more  than 
$350  million."  In  March  of  this  year  in  a  letter  to  the  House  Panama  Canal  Sub- 
committee the  direct  costs  were  estimated  at  $870  million.  How  did  the  Adminis- 
tration do  such  a  bad  job  of  estimating  these  costs? 

Answer.  As  you  note,  the  key  figure  of  $870  million  in  current  dollars  con- 
tained in  the  new  estimates  is  higher  than  the  preliminary  figure  disclosed  some 
15  months  ago.  This  difference  is  the  result  of  much  more  intensive  cost  analysis 
during  the  intervening  period. 

The  original  estimate,  furnished  to  the  Senate  in  February  1978,  was  a  pre- 
liminary calculation  made  to  assist  the  Senate  in  its  deliberations  on  the  Treaty. 
This  estimate  was  based  on  information  then  available  to  the  Administration. 
When  this  estimate  was  prepared,  the  Senate  had  not  yet  formulated  its  reserva- 
tions and  understandings  appended  to  the  Treaty :  the  Treaty  had  not  yet  been 
ratified ;  detailed  budget  estimates  for  the  first  fiscal  year  under  the  Treaty  had 
not  been  compiled,  nor  had  the  current  Department  of  Defense  five-year  plan- 
ning cycle;  detailed  actuarial  studies  of  retirement  costs  had  not  been  made; 
and  the  draft  implementing  legislation  had  not  yet  been  completed.  Each  of  these 
elements  has  in  some  way  altered  our  February  1978  forecast.  The  new  estimate 
has  been  consciously  high-sided  to  minimize  any  possibility  of  future  escalation. 
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It  assumes — doubtless  contrary  to  fact— that  there  will  be  no  reduction  in  the 
American  military  and  civilian  presence  in  Panama  until  the  year  2000. 

Question.  Are  these  current  estimates  in  year  dollars?  (Do  they  take  into  ac- 
count inflation  in  the  out  years?) 

Answer.  For  comparability  purpose,  cost  estimates  are  expressed  in  terms  of 
constant  dollars  as  of  FY  1980.  The  Department  of  Defense  has  used  budget 
figures  for  the  planning  cycle  FY  79-84  in  estimating  its  costs  and  has  assumed 
a  constant  level  of  expenditures  at  the  19S4  level  for  the  remainder  of  the  life 
of  the  Treaty. 

Question.  Do  you  contend  that  any  of  these  costs  will  not  ultimately  be  borne 
by  the  American  taxpayer? 
'  Answer.  The  Administration's  estimates  of  March  1979  represent  the  net  addi- 
tional cost  requirements  of  implementing  the  Treaty  payable  from  the  general 
fund  of  the  Treasury ;  i.e.,  taxpayer  costs.  These  figures  are  high-sided  estimates 
since  they  are  based  on  the  assumption  that  treaty  defense  costs  will  not  be 
reduced  throughout  the  Treaty's  life.  However,  the  American  presence  at  the 
Canal  will  undoubtedly  shrink  as  the  termination  date  of  the  Treaty  approaches. 
The  actual  cost  of  performing  the  functions  covered  will  be  determined  by  Con- 
gress through  the  annual  authorization  and  appropriation  process.. 

Question.  Mr.  Secretary,  based  upon  the  Administration's  past  record  in  esti- 
mating these  costs,  how  can  we  be  sure  they  will  not  increase  again  ? 

Answer.  The  Administration  has  made  every  effort  to  ensure  that  its  current, 
definitive  estimate  of  additional  costs  to  the  taxpayer  arising  from  the  Panama 
Canal  Treaty  will  not  be  increased  in  the  future,  in  constant  dollar  terms. 

Any  long-range  financial  forecasting,  running  20  years  or  more  into  the  future, 
suffers  from  uncertainties.  In  providing  the  current  Administration  estimate. 
however,  all  estimates  were  made  on  a  high-side  basis,  so  as  to  minimize  the  pros- 
pect of  future  cost  overruns.  For  example,  the  estimate  assumes  that  the  present 
level  of  American  military  forces,  and  of  the  American  civilian  work  force,  will 
not  be  reduced  throughout  the  entire  life  of  the  Treaty.  In  fact,  we  would  antici- 
pate that  both  will  be  reduced  in  the  later  years  of  the  Treaty's  life,  as  prepara- 
tions are  made  to  turn  full  operational  responsibility  for  the  Canal  over  to 
Panama,  with  the  withdrawal  of  U.S.  forces.  It  seems  highly  likely,  therefore. 
that  U.S.  taxpayer  expenditures,  in  constant  dollar  terms,  will  fall  well  below 
the  .$970  million  total  in  the  March  1979  estimate. 

It  should  also  be  noted  that  the  March  estimate  does  not  vary  substantially 
from  other  recent  calculations  of  additional  U.S.  taxpayer  costs.  With  adjust- 
ments for  differences  in  computation  and  for  differing  assumptions,  the  Adminis- 
tration's conclusions  are  roughly  similar  to  those  of  the  General  Accounting 
Ofiice  and  the  House  Merchant  Marine  and  Fisheries  Committee.  Both  of  these 
estimates  were  made  subsequent  to  the  March  Administration  estimate,  and  had 
the  advantages  of  information  which  was  not  available  when  February  1978  esti- 
mates were  made  by  the  Administration  and  by  various  Congressional  groups. 

One  further  point  should  be  made.  The  Panama  Treaty  does  not  mandate  the 
actual  level  of  these  taxpayer  costs.  That  will  be  determined  by  the  annual 
authorization  and  appropriation  process  in  the  Congress. 

Question.  Mr.  Secretary,  what  do  you  envision  at  this  point  to  be  the  total  de- 
fense cost  growing  out  of  the  Treaty  implementation? 

Answer.  We  assume  that  the  question  is  directed  to  determining  the  total 
defense  co.«ts  to  the  United  States  arising  from  new  requirements  imposed  as 
a  result  of  Panama  Treaty  implementation.  On  the  high-side  assumption  that 
the  entire  U.S.  military  and  civilian  presence  in  Panama  remains  unchanged 
throughoTit  the  Treaty's  life,  this  cost  is  estimated  at  $7.^7  million.  In  fact,  the 
cost  will  in  all  probability  be  considerably  lower,  in  constant  dollar  terms.,  due 
to  the  anticipated  reduction  in  the  number  of  American  civilian  and  military 
personnel  during   the  later  years   of  the   Treaty. 

Question.  What  are  the  major  categories  for  which  these  expenditures  are 
required? 

Answer.  A  complete  statement  of  Department  of  Defense  treaty  implementa- 
tion cost  estimates  between  FY  1970  and  1984  i.«.  attached. 

The  Department  of  Defense  has  projected  its  approj^riations  for  the  period 
beginning  with  FY  198.T  and  running  through  the  first  quarter  of  FY  2000  on  a 
straight-line  basis,  i.e.  on  the  basis  of  zero  change  from  the  FY  1984  level.  For 
this  purpose,  the  $28..5  million  FY  1984  figure  has  been  increased  to  ?30  million. 
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to  include  a  margin  for  possible  replacement  of  capital  items  and  urgent  mili- 
tary construction  requirements.  Moreover,  the  expenditure  period  has  been 
calculated  at  16  years  rather  than  1514  years.  On  tliis  basis,  the  Department  oi 
Defense  estimates  that  its  net  additional  requirements  arising  from  the  Treaty 
will  be  $480  million  for  the  post-FY  1984  period.  It  should  be  emphasized  that 
this  figure  is  highly  speculative  and  represents,  in  terms  of  constant  dollars, 
maximum  Defense  costs,  for  the  period. 

Statements  by  the  Joint  Chiefs  of  Staff  and  the  Commander  in  Chief,  U.S. 
Southern  Command,  indicate  that,  although  there  are  no  present  plans  to  draw 
down  the  existing  military  forces  in  Panama,  factors  bearing  on  this  issue  will 
be  reviewed  periodically  by  the  Department  of  Defense.  It  is  unlilvely  that  the 
entire  present  Defense  community  in  Panama  would  remain  through  1999. 

Question.  Do  you  contend  that  any  of  these  costs  will  not  ultimately  be  borne 
by  the  American  taxpayer? 

Answer.  Tlie  Administration's  estimates  of  March  1979  represent  the  net  addi- 
tional cost  requirements  of  implementing  the  Treaty  payable  from  the  general 
fund  of  the  Treasury ;  i.e.,  taxpayer  costs.  These  figures  are  high-sided  estimates 
since  they  are  based  on  the  assumption  that  treaty  defense  costs  will  not  be  re- 
duced throughout  the  Treaty's  life.  However,  the  American  presence  at  the 
Canal  ■Rill  undoubtedly  shrink  as  the  termination  date  of  the  Treaty  approaches. 
The  actual  cost  of  performing  tlie  functions  covered  will  be  determined  by  Con- 
gress through  the  annual  authorization  and  appropriation  process. 

Question.  Mr.  Secretary,  based  upon  the  Administration's  past  record  in  esti- 
mating these  costs,  how  can  we  be  sure  they  will  not  increase  again? 

Answer.  The  Administration  has  made  every  effort  to  ensure  that  its  current, 
definitive  estimate  of  additional  costs  to  the  taxpayer  arising  from  the  Panama 
Canal  Treaty  will  not  be  increased  in  the  future,  in  constant  dollar  terms. 

Any  long-range  financial  forecasting,  running  20  years  or  more  into  the  future, 
suffers  from  uncertainties.  In  providing  the  current  Administration  estimate, 
however,  all  estimates  were  made  on  a  high-side  basis,  so  as  to  minimize  the 
prospect  of  future  cost  overruns.  For  example,  the  estimate  assumes  that  the 
present  level  of  American  military  foi'ces,  and  of  the  American  civilian  work 
force,  will  not  be  reduced  thi'oughout  the  entire  life  of  the  Treaty.  In  fact,  we 
would  anticipate  that  both  will  be  reduced  in  the  later  years  of  the  Treaty's 
life,  as  prepax'ations  are  made  to  turn  full  opei'ational  responsibility  for  the 
Canal  over  to  Panama,  with  the  withdrawal  of  U.S.  forces.  It  seems  highly 
likely,  therefore,  that  U.S.  taxpayer  expenditures,  in  constant  dollar  terms,  will 
fall  well  below  the  $870  million  total  in  the  March  1979  estimate. 

It  should  also  he  noted  that  the  March  estimate  does  not  vary  substantially 
from  other  recent  calculations  of  additional  U.S.  taxpayer  costs.  With  adjust- 
ments for  differences  in  computation  and  for  differing  assumptions,  the  Admin- 
istration's conclusions  are  roughly  similar  to  those  of  the  General  Accounting 
Office  and  the  House  Merchant  Marine  and  Fisheries  Committee.  Both  of  these 
estimates  were  made  subsequent  to  the  March  Administration  estimate,  and 
had  the  advantages  of  information  which  was  not  available  when  February 
1978  estimates  were  made  by  the  Administration  and  by  various  Congressional 
groups. 

One  further  point  should  be  made.  The  Panama  Treaty  does  not  mandate  the 
actual  level  of  these  taxpayer  costs.  That  will  be  determined  by  the  annual 
authorization  and  appropriation  process  in  the  Congress. 

Question.  Mr.  Secretary,  what  do  you  envision  at  this  point  to  be  the  total 
defense  costs  growing  out  of  the  Treaty  implementation? 

Answer.  We  assume  that  the  question  is  directed  to  determining  the  total 
defense  costs  to  the  United  States  arising  from  new  requirements  imposed  as 
a  result  of  Panama  Treaty  implementation.  On  the  high-side  assumption  that 
the  entire  U.S.  military  and  civilian  presence  in  Panama  remains  unchanged 
throughout  the  Treaty's  life,  this  cost  is  estimated  at  $757  million.  In  fact,  the 
cost  will  in  all  probability  be  considerably  lower,  in  constant  dollar  terms,  due 
to  the  anticipated  reduction  in  the  numlter  of  American  civilian  and  military 
personnel  during  the  later  years  of  the  Treaty. 

Question.  What  are  the  major  categories  for  which  these  expenditures  are 
required  ? 

Answer.  The  Department  of  Defense  has  estimated  that  for  the  fiscal  year 
1979-84  period  an  additional  net  $277  million  would  be  required. 
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INCREMENTAL  PANAMA  TREATY  IMPLEMENTATION  COST,  FISCAL  YEAR  1979  THROUGH  FISCAL 

YEAR  1984 


1979  1980  1981  1982  1933  1984        1979/84 


Base  operations >. 3.8  16.5  16.6  16.6  16.6  16  6  86  7 

Ccmmissary  operations  2 .4  3.4  1.1  1.1  .7  7  74 

Port  operations 3 .1  .9  .9  .9  "9  'g  4'5 

Communications  4 1.6  .8  .5  .5  .5  '5  44 

Disposal  of  remains  5 .1  .2  .2  .1  1  i  ° 

Criminal  investigation ' .1  .1  ,1  '1  "j  "j  'g 

Medical  operations 4... .6  14.6  ie,'.3  16*7  3' 5  3"8  55' S 

Postal  operations ' .5  1.5  14  13  13  i'3  7'3 

School  system  » 6.0  6.0  6^0  6^0  e.O  30'o 

Ml  itary  pay  >o.. ___  3.5  35  35  35  35  ■ 

Military  construction"... 40.6  6.0  13.6  12.2  5  22  63 

Equipment  procurement  1= 10.0  6  6  2  4  2  8 s'  72  9 

Less  credits  (hospital  operations)  13 (7.5)  (7.5)  (6.7)  (5.8)  (s's)  (33.3) 

Total 47.8  56.0  59.3  54.7  30.7  28.5  277^0" 


Base  operations: 


Audio  visual  services  provides  for  installation,  operation,  and  maintenance  for  film  and  equipment  exchanges  and 
photographic  facilities  for  local  use  as  well  as  joint  training  devices  on  United  States/Republic  of  Panama  eouipmont 

Supply  operations  provides  for  operation  of  consolidated  post  supply  function  to  include  self-service  supply  centers' 
operation  of  storage  facilities,  installation  property  book,  property  control,  purchasing,  and  contracting  ' 

Drr!?A7l?1^"nAn^  material  provides  for  support  maintenance  of  installation  equipment  for  elements  transferred  from 
rLCi/CZu  to  DOD. 

Transportation  services  provide  for  local  transportation  services  and  ooeration  and  maintenance  of  transportation 
equipment  for  those  elements  transferred  to  DOD  to  include  purchase  of  rail  services  from  Republic  of  Panama  and 
expanded  motor  pool. 
Laundry/dry  cleaning  services.  Army  assumes  all  laundry  and  drycleaning  operations  in  the  zone 
Army  food  program  operates  and  administers  food  supply  and  preparation  facilities— provides  for  additional  KP's 
and  cooks. 

and^o7der"1n^d"D'oo*cus°tomf  additional  support  for  morale,  welfare,  and  recreation  services,  physical  security,  law 
ron^l^rD^'°^^°h"^'"y"'"'''^'"^^  provides  for  purchase  of  furnishings  to  support  additional  personnel  and  for  normal 

utilities  provides  for  utility  costs  for  facilities/functions  transferred  to  DOD. 
Pf<>-/r7r?"ncn"''-  ^^1^!,'^  °^  ^^^'  property  provides  for  maintenance  and  repair  of  real  property  transferred  from 
n/i        to  OSD— includes  support  for  roads  and  grounds,  hospital,  commissaries,  and  cold  storage  plant«: 
Other  engineering  support  provides  for  custodial  services,  pest  control,  refuse  collection,  and  disposal 
Administration  provides  support  for  additional  services  for  comptroller  functions,  civilian  personnel  operations 
passport/visa  services,  identnication  services,  inspector  general,  and  judge  advocate  general  services 

uata  processing  activities  provides  data  processing  support  for  activities  and  functions  transferred  to  DOD. 
fri.rT.^'^fQyyP"?'  provides  funds  for  travel  and  training  of  supervisory  personnel  and  upgrade  of  facilities, 
tiscal  year  1980  funds  are  not  carried  in  base  operations 
•*hni»I^!^'f  w''^  operations.  Upon  the  date  of  entry  into  force  of  the  Treaty  the  Panama  Canal  Commission  will  not  offer 
r^.nnfo^,  ,"Jl  ^t*"' •  ?'^^  service  tiirough  commissaries  and  foodstores.  The  Army  will  take  over  2  PCC  commissaries  to 
hTJlTnrM^  w -'Hl"^  ''?^®^  '".°''*^®i  *°  "i^intain  the  existing  level  of  service  for  the  increased  population.  The  costs 
have  been  reduced  in  the  outyears  to  reflect  the  decrease  in  the  population  serviced  ^    ■•  ■  "c  i."m» 

will  h°,^^w'^^°P^^l*!°P?L''l^'^'■  °}^-  ^'  ^^''^'  ^^^  P°''*  operations  will  be  transferred  to  the  Republic  of  Panama.  The  Army 

J^l/.p  ic  'J  ?If,'»^H  *^i^,"^nn^"'^i''".'P°''*  °°°  ^"PP"'"  ^""^  equipment  to  locations  within  Panama.  The  average  monthly 
tonnage  is  estimated  at  3,500  metric  tons. 

«  Communications.  The  relocation  of  major  Army  units  and  turnover  of  installations  to  the  Government  of  Panama  re- 
quires reconfiguration  of  communications  systems  throughout  the  Panama  Canal  Zone  area.  Increased  demand  on  present 
til  nnn  '\^"'!?'  expanded  capability  to  support  command  and  control  and  general  service  communications  support  to 
ail  IJUIJ  activities  Requirements  include  reconfiguration  of  present  cable  system,  installation  cf  new  microwave  links  and 
expansion  of  existing  microwave  links,  and  installation  of  private  automatic  branch  exchange  eaiiipment 

6  Uisposition  of  remains.  IJnc'er  Treaty  provisions,  the  Army  will  assume  responsibility  for  mortuary  services,  a  function 
now  pe.-:ormed  by  the  Canal  Zone  Government  Health  Bureau.  This  activity  has  an  annual  workload  of  500  remain-; 

•  triminal  inyesueation.  Additional  investipative  resources  are  recuired  for  support  of  new  responsibilities  related  to 
customs,  postal  activities  schools  transferred  to  DOD,  and  increased  base  onerations  suoport.  This  requirement  is  cur- 
rently performed  by  the  Canal  /:one  police  as  an  integral  part  of  their  overall' law  enforcement  operations 
,nH  1^'L'"  i^^'®--   P°r  *.^e  .d?*e  of  entry  into  force  cf  the  Treaty,  the  Panama  Canal  Ccmmissicn  will  not  provide  health 
and  medical  services  to  individuals.  The  Army  plan  to  support  the  health  care  transfer  is  as  follows- 

(a)  Authorized  medical  beneficiaries  at  entry  into  force  of  the  Treaty  is  estimated  at  88  500  This  level  vill  drop 
to  approximately  44,000  on  Apr.  1,  1S82,  when  the  non-U.S.  beneliciaiies  will  be  required  to  utilize  Panamanian 
medical  facilities. 

(b)  Gor.^as  Hospital  complex,  on  the  Pacific  side,  for  life  of  Treaty. 

(c)  Coco  Solo  Hospital,  on  the  Atlantic  side,  for  a  period  of  3  to  5  years. 

(d)  Corozal  Mental  Health  Center,  on  the  Pacific  side,  for  a  period  not  to  exceed  3  years  while  non-U.S.  patients 
are  transferre,i  to  the  Republic  of  Panama. 

(e)  Corc7al  (Pacific  side)  and  Mindi  (Atlantic  side)  veterinary  facilities 
(f;  Civilian  employees  health  clinic  at  Gamboa  (Pacific  side). 

(g)  Community  health  centers  at  Balboa  (Pacific  side)  and  Margarita  (Atlantic  side). 

(h)  All  nresent  MEDAC  health  and  dental  facilities. 

(1)  3  dedicated  medical  evacuation  helicopters  to  provide  emergency  medical  support  to  U.S.  Forces  which  beginning 
ims  year,  will  commence  joint  United  States-Panama  exercises  in  remote  training  areas,  as  well  as  the  need  to  support 
U.S  personnel  on  the  Atlantic  side  once  Coco  Solo  Hosnital  is  closed. 

0)  An  expanded  denta  Icapability  to  compensate  for  the  loss  of  dental  services  provided  by  the  "District  Dentists." 

(Continued) 
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Question.  Does  the  Treaty  cover  all  of  the  U.S.  Defense  requirements  in  Panama 
until  the  year  2000  or  do  you  plan  to  negotiate  additional  agreements? 

Answer.  "We  have  no  current  plans  to  negotiate  additional  agreements,  as  the 
Panama  Canal  Treaty  and  its  ancillary  agreements  provide  the  major  agreements 
needed  to  cover  U.S.  defense  requirements  until  the  end  of  the  century.  The 
Treaty  structure,  of  course,  provides  for  technical  planning,  coordination  and 
training  arrangements  between  the  U.S.  and  Panamanian  military  authorities. 

Question.  What  are  your  views  on  the  House  amendments  to  centralize  au- 
thoritv  in  the  Secretary  of  Defense? 

Answer.  H.R.  Ill  as  passed  by  the  House  provides  In  Sections  201  and  202  that 
both  the  Panama  Canal  Commission  and  its  supervisory  Board  shall  act  imder 
the  direction  of  the  Secretary  of  Defense.  The  Treaty  does  not  mention  the  Sec- 
retary of  Defense,  or  prescribe  how  the  United  Sttaes  should  exercise  its  control 
over  the  Commission,  except  as  provided  by  its  majority  representation  on  the 
Board. 

It  would  be  inconsistent  with  the  Treaty  to  subject  the  Board,  which  includes 
four  Panamanian  members,  to  "direction"  from  the  Secretary  of  Defense  (as 
is  done  in  H.R.  Ill),  even  though  he  would  not  instruct  them  how  to  vote. 

We  are  also  opposed  to  language  in  Sections  201  and  202  which  w^ould,  by  law, 
vest  the  Secretary  of  Defense  with  specific  directing  responsibility  over  Canal 
operations  and  require  the  U.S.  members  to  cast  their  votes  at  his  direction,  or 
by  the  direction  of  his  designee.  We  believe  that  the  President  should  be  allowed 
discretion  as  to  who  in  the  Cabinet  should  oversee  Canal  operations  and  discre- 
tion as  to  how  the  voting  by  the  U.S.  members  v/ill  be  coordinated  to  avoid  a 
dilution  of  the  five  to  four  U.S.  majority  on  the  Board.  It  is  the  President's  inten- 
tion that  the  Department  of  Defense  will  have  oversight  responsibility,  with  the 
Secretary  of  Army  reporting  to  the  President  through  the  Secretary  of  Defense. 
It  is  also  the  intention  of  the  President  that  the  U.S.  Board  members,  U.S.  Govern- 
ment ofiicials  from  the  Departments  of  State,  Defense,  Treasury,  Commerce  and 
Transportation,  would  cast  their  votes  as  a  bloc  pursuant  to  guidance  developed 
through  inter-agency  coordination. 

Question.  What  is  your  opinion  of  the  House  amendment  to  allow  the  Presi- 
dent to  put  the  military  in  charge  of  the  Canal  in  the  event  of  a  war  as  is  now 
the  case? 

Answer.  Such  a  provision  is  not  necessary  to  provide  for  the  coordinated  de- 
fense and  operation  of  the  Canal  in  wartime  and,  if  applied,  it  would  be  incon- 
sistent with  the  Panama  Canal  Treaty.  In  particular,  it  would  contravene 
Article  111(3)  of  the  Canal  Treaty  since  it  would,  during  time  of  war,  set  aside 
the  functioning  of  the  nine-member  Commission  Board,  and  Panama's  minority 
participation  in  the  operation  and  management  of  the  Canal.  There  is  no  provi- 
sion in  the  Treaty  which  would  permit  the  displacement  of  the  Commission 
Board. 

Article  IV  of  the  Canal  Treaty,  and  the  Neutrality  Treaty,  afford  the  United 
States  sufficient  authority  to  defend  the  Canal.  Besides,  the  President,  who 
appoints  and  may  remove  the  local  U.S.  military  commander  and  the  Canal  Com- 


(Continued) 

8  Postal  one!  ations.  As  a  result  of  the  Panama  Canal  Treaty,  the  U.S.  Air  Force  has  been  tasked  to  provide  postal  services, 
for  the  U.S.  Military,  Panama  Canal  Commission,  and  other  designated  emnloyees  and  contractors.  The  present  Canal  Zone 
Postal  System  (16  post  offices,  116  employees)  will  phase  out  Oct.  1, 1979.  The  U.S.  Air  Force  will  operate  8  postal  facilities 
on  defense  sites  and  in  military  areas  of  coordination.  As  a  result  of  the  consolidation,  the  Air  Force  must  increase  its 
manning  by  87  civilian  employees  (50  United  States,  27  FNDH)  to  provide  the  required  services.  There  is  a  net  loss  of  27 
employees  as  a  result  of  the  Treatv  driven  consolidation  of  the  postal  services. 

'  School  system.  Commencing  Oct.  1, 1979,  the  Department  of  Defense  Dependents  Schools  will  assume  the  responsibility 
for  ocerating  15  additional  schools  and  1  junior  college.  These  schools,  acquired  under  terms  of  the  Treaty  recently  signed 
betvyeen  the  United  States  and  Panama  will  enroll  approximately  9,000  students  and  employ  faculty  and  staff  of  about 
1,100.  .    ^ 

10  Military  pay.  This  is  the  nay  of  the  320  additional  military  personnel  who  will  be  assigned  to  Army  and  Air  Force 
organizations  in  support  of  activities  and  functions  previously  provided  by  the  Panama  Canal  Company/Canal  Zone  Govern- 
ment. 

11  Military  construction.  The  initial  military  construction  recuirements  relate  to  relocation  of  certain  military  units 
because  of  the  reversion  of  specific  Canal  Zone  properties  and  facilities  to  Panama.  Major  military  units  reouiring  relocation 
Include  an  infant'-y  brigade  headquarters,  an  aviation  battalion  and  a  military  intelligence  group.  This  requires  financing 
in  fiscal  vear  1979.  For  fiscal  year  1980,  funds  are  programed  for  relocation  of  (1)  a  medical  warehouse,  (2)  a  transmitter 
site,  and' (3)  the  Defense  Mapping  Agency  activities.  Also  included  are  expansion  of  personnel  support  activities. 

Fiscal  year  1981-84  construction  requirements  relate  to  support  of  other  Treaty-directed  military  relocations  and  the 
upgrade  of  medical  and  dependent  education  facilities  being  assumed  from  the  Canal  Zone  Government.  Construction 
requirements  beyond  1980  will  be  held  to  a  minimum  consistent  with  Treaty  reauirements  and  remaining  tenure. 

1-  Equipment  procurement.  Initial  and  replacement  equipment  related  to  functions  transferred  from  the  Panama  Canal 
Company,  e.g.,  cargo-handling  equipment,  administration  vehicles,  communications  and  hosnital  equipment. 

's  Less  credits  (hospital  operations).  Revenue  generated  as  a  result  of  medical  care  provided  persons  authorized  to  re- 
ceive such  care,  but  required  to  pay  for  it  at  establishee  rates.  These  amounts  exclude  that  portion  of  the  revenues  returned 
to  the  0.  &  M.,  Army  appropriation,  and  include  only  those  amounts  returned  to  the  military  personnel,  Army  appropria- 
tion, and  to  miscellaneous  receipts,  Treasury  account 
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mission  Administrator,  lias  fully  adequate  authority  in  U.S.  domestic  law  to 
assure  that  Canal  operational  and  defense  needs  are  closely  coordinated.  If 
desired,  the  President  could  appoint  military  personnel  to  serve  as  Board  mem- 
bers and  as  senior  Commission  officials.  Through  our  majority  on  the  Board 
we  could  ensure  that  standing  orders  would  be  issued  so  that  in  time  of  war 
or  national  emergency  Commission  employees  would  cooperate  fully  in  support 
of  our  defense  missions. 

Question.  What  do  you  see  as  the  chief  defense  problems  growing  out  of  the 
Treaty  initially  and  in  future  years? 

Answer.  Under  the  Panama  Treaties,  the  defense  of  the  Canal  should  be 
greatly  facilitated.  The  United  States  will  retain  its  responsibility  for  Canal 
defense.  At  the  same  time,  Panama  is  given  a  stake  in  the  operation  of  the  Canal 
and  consequently  has  a  strong  incentive  to  keep  it  open  and  safe.  Thus,  the 
Canal  will  be  functioning  in  a  friendly  rather  than  an  antagonistic  environment. 

During  the  life  of  the  Treaty,  both  parties  anticipate  that  the  national  defense 
forces  of  Panama  will  be  strengthened  to  enable  that  country  to  take  over  fully 
the  task  of  local  defense,  when  at  the  end  of  the  century  Panama  assumes  full 
operating  responsibility  for  the  Canal.  After  the  year  2000  Panama  will  pre- 
sumalily  lack  the  resources  to  defend  the  Canal  unilaterally  against  extra- 
regional  attack.  However,  under  the  Neutrality  Treaty,  the  United  States  will 
continue  indefinitely  to  have  the  right  to  safeguard  the  Canal  against  any  threat 
or  act  of  aggression  and  to  keep  it  open  to  peaceful  transit  by  the  vessels  of  all 
nations  on  terms  of  equality. 

Question.  Can  you  propose  any  remedies  not  already  included  in  the  Adminis- 
tration bill? 

Answer.  No.  The  Administration  bill  represents  a  carefully  constructed  vehicle 
for  the  operation  and  defense  of  the  Canal,  in  accordance  with  the  terms  of  the 
Canal  Treaty,  during  the  remaining  years  of  this  century.  It  should  be  enacted. 


Questions   Sxjbmitted  by   Senator   Strom   Thurjiond,  Answers   Supplied  by 

Michael  Blumenfeld 

Question.  Secretary  Blumenfeld,  as  you  know,  I  was  a  leader  in  a  Reservation 
to  the  Treaty  last  year  which  provided  for  the  transfer  of  remains  of  U.S.  citizens 
to  the  Corozal  Cemetery  in  Panama. 

Has  this  agreement  been  fully  accepted  by  Panama? 

Answer.  Yes.  The  bilateral  agreement  was  signed  January  11, 1979. 

Question.  Are  you  awaiting  funding  authority  from  the  Congress? 

Answer.  Tes.  The  funding  request  for  Supplemental  funding  was  submitted  by 
the  Canal  Zone  Government  in  January  1979.  The  Department  of  Defense  plans 
to  submit  an  additional  request  to  the  FY  SO  budget  to  cover  reinterment  in  the 
U.S.  of  remains  at  Corozal  as  requested  by  the  next-of-kin. 

Question.  What  is  the  estimated  cost  of  this  project? 

Answer.  The  estimated  cost  of  moves  to  be  completed  in  FY  1979  is  $1,703  mil- 
lion. The  removals  from  Corozal  in  FY  1980  are  estimated  to  cost  $1.5  million. 
Actions  prior  to  October  1,  1979  are  the  responsibility  of  the  Canal  Zone  Govern- 
ment. Subsequent  activities  are  the  responsibility  of  Department  of  Defense. 

Question.  Mr.  Secretary,  the  Administration  bill  provides  that  "the  changes  in 
tolls  shall  be  subject  to  and  shall  take  effect  upon  the  approval  of  the  President 
of  the  U.S."  Is  it  the  Administration  position  that  the  President  should  have  the 
power  to  overturn  the  recommendations  of  the  Commission  when  it  comes  to 
setting  tolls? 

Answer.  Under  the  current  administrative  procedures  for  the  setting  of  tolls 
and  admeasurement  rules,  defined  in  the  Canal  Zone  Code,  the  Board  of  Directors 
of  the  Panama  Canal  Company  recommends  changes  in  the  toll  rates  or  the 
admeasurement  rules.  These  recommendations  are  subject  to  a  six-month  notice 
pei'iod.  during  wliich  hearings  on  the  recommended  toll  rates  are  conducted  l)y  a 
committee  of  the  Board.  The  final  decision  on  whether  to  accept  the  recommenda- 
tions or  to  make  modifications  in  them  is  made  by  the  President,  who  is  vested 
with  final  approval  authority.  In  practice,  the  President  has  never  approved  a 
rate  higher  than  recommended. 

S.  1024  would  continue  these  procedures,  except  that  the  notice  period  would  be 
shortened  from  six  to  three  months.  Accordingly,  the  role  of  the  President  as  the 
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final  authority  for  determining  rate  clianges  would  be  preserved,  and  the  Presi- 
dent would  retain  the  power  to  modify  or  reject  the  recommendations  of  the 
Commission's  directors. 


Questions   Submitted  by   Senator  Gordon  J.  Humphrey,  Answers   Supplied 

BY  Warren  M.   Christopher 

Question.  At  a  hearing  before  the  Panama  Canal  Subcommittee  of  the  House 
of  Representatives  Committee  on  Mei'chant  Marine  and  Fisheries  a  representa- 
tive of  your  Department  testified  that  of  the  three  elements  of  the  Sandinistas, 
all  are  Marxists.  Do  you  agree? 

Answer.  Tlie  official  who  testified  for  the  Department  before  the  Panama  Canal 
Subcommittee  may  have  been  misquoted.  However,  the  transcript  is  not  available 
to  the  Department  at  this  time,  and  thus  the  question  of  whether  he  did  so 
testify  cannot  be  verified.  In  response  to  the  question,  it  would  be  more  precise 
to  say  that  two  of  the  three  Sandinista  factions  have  announced  avowedly 
Marxist/Leninist  aims.  The  third  and  largest,  the  Terciario  or  Insurrectionist 
Faction,  has  not  publicly  expressed  the  goal  of  a  Marxist  Nicaragua,  and  has 
attracted  the  largest  number  of  new  anti-Somoza  recruits  to  its  ranks.  While  a 
substantial  number  of  this  faction's  leaders  have  been  identified  as  Marxists  and 
long-time  members  of  the  FSLN,  by  and  large,  the  membership  is  motivated  ideo- 
logically by  a  desire  to  oust  Somoza. 

Question.  Your  Department  has  recently  called  for  the  ouster  of  General  Somoza 
of  Nicaragua.  Should  that  initiative  fail  and  Somoza  retain  his  control  of  the 
Nicaraguan  Government,  would  this  have  a  bearing  on  the  Panama  Canal  Treaty 
of  1977.  Why? 

Answer.  The  development  of  the  situation  in  Nicaragua  has  no  bearing  on  the 
Panama  Canal  Treaty  of  1977.  That  Treaty  spells  out  the  rights  and  responsi- 
bilities of  Panama  and  the  United  States  with  respect  to  the  Canal  until  the  year 
2000,  and  provides  for  the  continued  operation  and  defense  of  the  Canal  by  the 
United  States  until  then.  The  Neutrality  Treaty  safeguards  United  States  rights 
with  respect  to  the  defense  of  the  Canal  thereafter. 

Question.  Did  the  State  Department  know  of  the  revolutionary  intentions  of 
the  Government  of  Panama  when  it  urged  the  Senate  to  consent  to  the  Panama 
Canal  Treaty  of  1977? 

Answer.  The  phrase  "revolutionary  intentions"  is  not  an  accurate  description 
of  the  policies  of  the  Government  of  Panama  either  under  General  Torrijos  up 
to  October  1978  or  under  President  Royo  since  that  date. 

Question.  If  it  did,  why  was  that  information  withheld  from  the  Senate?  If  it 
was  not  so  aware,  does  this  new  knowledge  change  the  view  of  the  State  Depart- 
ment of  the  viability  of  the  Treaty  ?  Why  not? 

Answer.  Since  the  Panamanian  Government  does  not  in  the  Department's  view 
hold  "revolutionary  intentions,"  the  above  questions  are  moot. 

Question.  Secretary  Vance  testified  that  the  Treaty  would  not  cost  the  tax- 
payer anything.  Do  you  see  a  difference  between  a  tax  burden  which  directly 
benefits  Panama  and  one  which  only  indirectly  benefits  that  country? 

Answer.  Actually,  the  context  of  the  Secretary's  remarks  was  a  discussion  of 
payments  to  Panama  under  the  1977  Treaty.  Payments  for  the  benefit  of  the 
Government  of  Panama  under  the  Treaty  will  be  funded  by  revenues  generated 
by  the  Canal  and  will  not  constitute  a  burden  on  the  taxpayers. 

'  During  the  life  of  the  new  Treaty,  no  U.S.  tax  dollars  will  be  used  for  the 
benefit  of  Panama.  While  Panama's  economy  will  continue  to  benefit  indirectly 
from  the  continued  presence  of  the  United  States  in  Panama,  e.g.  salaries  and 
wages  for  Panamanian  employees,  expenditures  in  Panama  by  U.S.  citizens  for 
goods  and  services,  it  should  be  understood  the  portion  of  such  benefits  derived 
from  U.S.  tax  dollars  is  made  only  because  of  its  direct  and  immediate  benefit 
to  the  United  States. 

Once  the  Treaty  period  ends  at  the  end  of  the  century  all  facilities  built  and 
operated  by  the  United  States  will  go  to  Panama.  Therefore,  Panama  will  even- 
tually benefit  from  any  investment  made  by  the  United  States  during  the  Treaty 
period  whether  financed  by  tax  dollars  or  by  Canal  revenues.  Of  course,  such 
investment  will  have  more  immediately  directly  benefited  the  interests  of  the 
United  States  in  the  operation  and  defense  of  the  Canal. 

Question.  How  was  your  estimate  of  cost  so  badly  in  error?  Is  it  possible  that 
even  greater  errors  in  cost  could  be  discovered  after  the  treaty  goes  into  force? 
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Answer.  The  estimate  of  $870  million  in  constant  dollars  contained  in  the 
current  cost  estimate  is  higher  than  the  preliminary  figure  developed  some  16 
months  ago.  The  difference  is  the  result  of  much  more  intensive  cost  analysis 
during  the  intervening  period. 

The  original  estimate,  furnished  to  the  Senate  in  February  1978,  was  a  pre- 
liminary calculation  made  to  assist  the  Senate  in  its  deliberations  on  the  Treaty. 
This  estimate  was  based  on  information  then  available  to  the  Administration. 
When  it  was  prepared,  the  Senate  had  not  yet  formulated  its  reservations  and 
understandings  appended  to  the  Treaty :  the  Treaty  had  not  yet  been  ratified ; 
detailed  budget  estimates  for  the  first  fiscal  year  under  the  Treaty  had  not  been 
compiled,  nor  had  the  current  Department  of  Defense  five-year  planning  cycle ; 
detailed  actuarial  studies  of  retirement  costs  had  not  been  'made ;  and  the  draft 
implementing  legislation  had  not  yet  been  completed.  Each  of  these  elements  has 
in  some  way  altered  our  earlier  forecast  of  Treaty  costs. 

To  minimize  the  possibility  of  further  escalations,  the  $870  million  figure, 
developed  in  March  1979,  v/as  worked  out  as  a  high-side  figure.  It  was  based  on  the 
deliberate  but  in  all  proliability  excessively  generous  assumption  that  Treaty 
costs  will  not  be  in  any  way  reduced  throughout  the  Treaty's  life,  even  though 
the  American  presence  at  the  Canal,  both  civilian  and  military,  will  undoubtedly 
shrink  as  the  termination  date  at  the  end  of  the  century  approaches. 

Question.  In  the  view  of  the  State  Department,  is  there  any  act  of  the  U.S. 
which  would  violate  the  Treaty? 

Answer.  The  Treaty  imposes  a  number  of  obligations  on  the  U.S.  An  unjustified 
failure  to  fulfill  any  of  these  obligations  would  constitute  a  violation  of  the  Treaty. 
The  consequences  of  such  a  violation  would  depend  on  the  obligation  involveil, 
and  the  circumstance  under  which  the  U.S.  failed  to  carry  it  out. 

Question.  Is  there  any  act  of  Panama  which  would  violate  or  render  the  Treaty 
void? 

Answer.  Panama  has  also  assumed  a  number  of  oliligations  under  the  Treaty. 
An  unjustified  failure  to  perform  any  of  these  obligations  would  constitute  a 
violation  of  the  Treaty.  Whether  a  violation  by  Panama  would  give  the  U.S.  the 
right  to  declare  the  Treaty  to  be  void  depends  on  the  seriousness  of  the  violation 
and  other  circumstances. 

Question.  Is  there  any  set  of  circumstances  under  which  the  Panama  Canal 
Treaty  would  become  impossible  of  perform.ince  before  it  entered  into  force? 

Answer.  If  the  Canal  were  destroyed  as  a  result  of  an  earthquake  or  other 
natural  disaster,  performance  would  become  impossible.  Short  of  such  a  cata- 
strophic event,  it  is  difl5cult  to  conceive  of  circumstances  which  would  render 
performance  impossible. 

Question.  In  the  event  that  Panama  were  invaded  or  conquered  by  another 
nation,  would  the  Treaty  be  void  ? 

Answer.  The  invasion  of  Panama  or  its  military  defeat  would  not.  in  and  of 
themselves,  render  the  Treaty  void.  A  change  in  the  form  or  structure  of  the 
Government  of  Panama,  whether  as  a  result  of  internal  or  external  factors,  would 
not  render  the  Treaty  void  or  extinguish  the  rights  of  the  U.S.  under  it. 

Question.  Assuming  that  the  Panama  Canal  Treaty  of  1977  should  become  void 
before  it  entered  into  force,  what  is  the  view  of  the  State  Department  on  the  legal 
rights  of  the  United  States  to  control  the  Panama  Canal?  On  what  should  such 
rights  be  based  ? 

Answer.  It  is  difficult  to  postulate  circumstances  in  which  the  Treaty  would 
become  "void"  before  it  entered  into  force.  Since  the  provisions  of  the  Treaty 
are  not  binding  until  it  enters  into  force,  neither  party  could  normally  acquire 
rights  to  declare  the  Treaty  void  because  of  nonperformance  by  the  ntber  before 
that  date.  Panama  and  the  TTnited  States  could  mii.tually  agree  that  the  Treaty 
will  not  enter  into  force.  In  this  case,  the  legal  rigltts  of  the  United  States  would 
continue  to  be  governed  by  the  existing  Treaty  of  1903. 

Question.  Is  it  the  view  of  the  State  Department  that  the  Executive  has  the 
power,  without  the  concurrence  of  Congress,  to  dispose  of  United  States  property 
including  territory  of  the  United  States? 

Answer.  No.  There  are  two  methods  through  which  propertv  of  the  U.S.  can 
be  transferred:  by  a  statute  enacted  1)y  Congress  or  by  a  Treaty  approved  by 
the  Senate.  Neither  method  involves  unilateral  action  by  the  Executive. 

Question.  In  the  view  of  the  State  Department,  does  this  power  extend  to  the 
disposition  of  money  asse*-s  of  the  United  States? 

Answer.  The  Executive  alone  has  no  power  to  dispose  of  the  property  of  the 
U.S.  including  "money  assets"  of  the  United  States.  The  Executive  Branch  may 
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dispose  of  property  of  the  United  States,  including  "money  assets,"  only  with 
the  concurrence  of  Congress  as  expressed  through  legislation  approved  by  both 
Houses,  or  a  treaty  approved  by  the  Senate  where  an  appropriation  of  funds  is 
not  required. 

Question.  If  it  does  not,  what  is  the  distinction?  If  it  does,  to  what  purpose  is 
implementing  legislation? 

Answer.  In  neither  case  may  the  Executive  act  unilaterally ;  in  this  sense, 
there  is  no  distinction.  If  the  "disposition  of  money  assets"  is  intended  to  refer 
to  the  appropriation  of  funds  from  the  U.S.  Treasury,  this  power  differs  from 
the  power  to  dispose  of  property  in  the  following  respect :  The  latter  power  may 
be  (and  has  been)  exercised  either  by  the  enactment  of  a  statute  or  the  conclu- 
sion of  a  Treaty.  The  appropriations  power  has  been  exercised  only  through 
the  enactment  if  a  statute.  Many  experts  believe  that  this  is  the  exclusive  means 
for  the  exercise  of  this  power. 

Qne.'?tion.  Who  determines  which  parts  of  a  partially  self-executing  treaty  are 
self-executing  and  which  parts  are  dependent  upon  an  act  of  Congress? 

Answer.  The  intent  of  the  parties  is  the  primary  factor  in  determining  which 
provisions  of  a  treaty  are  self-executing  and  which  are  effective  only  upon  the 
enactment  of  legislation.  In  many  cases,  this  distinction  is  clear  from  the  language 
of  the  Treaty.  The  Executive,  as  an  aspect  of  its  responsibility  to  negotiate  and 
interpret  treaties,  is  responsible  for  determining  which  provisions  require  statu- 
tory implementation.  Ultimately,  the  question  of  whether  a  treaty  provision  is  or 
is  not  self-executing  is  decided  by  the  courts. 

Question.  Are  treaties  generally  divisible? 

Answer.  Treaties  are  frequently  divisible,  i.e..  the  failure  of  one  or  both  parties 
to  carry  out  one  or  more  provisions  does  not  necessarily  render  the  treaty  entirely 
void.  It  is  difficult  to  say  whether  this  is  "generally"  the  case.  The  question  of 
divisibility  or  separability  depends  entirely  on  the  intent  of  the  parties. 

Question.  Can  you  cite  for  us  a  treaty  which  was  partially  self-executing  and, 
partially  legislative  or  is  this  Treaty  unique  in  that  respect? 

Answer.  A  great  number  of  treaties  contain  some  provisions  which  require  legis- 
Intive  implementation  in  order  to  be  binding  as  domestic  law,  and  other  provisions 
which  do  not.  A  prominent  example  is  the  United  Nations  Charter.  The  1955 
Treaty  with  Panama  is  also  of  this  type.  Article  V  of  that  Treaty  transferred 
certain  property  to  Panama  "subject  to  the  enactment  of  legislation  by  the  Con- 
gress". It  was  therefore  expressly  non-self-executing.  Articles  VI  and  VII  of  the 
same  Treaty  transferred  other  property  to  Panama  without  requiring  legislation 
and  were  thus  self-executing. 

Question.  Does  the  State  Department  rely  on  the  opinions  of  Philip  Jessup? 

An-swer.  The  Department  does  not  "rely"  on  the  opinions  of  any  legal  scholar 
in  the  sense  that  it  is  bound  to  follow  or  to  consider  these  opinions.  The 
positions  taken  by  the  Department  on  questions  of  international  law  are  devel- 
oped by  the  Office  of  the  Legal  Adviser.  Members  of  that  Office,  as  appropriate, 
review  the  work  of  many  recognized  experts  in  international  law,  including 
Mr.  Jessup. 

Senator  Lfatist.  I  want  to  thank  all  of  yon  for  comino;  to  this 
morninf^'s  hearing.  We  are  going  to  recess  now  until  1  o'clock  and 
there  will  be  no  need  for  yon  to  come  back,  unless  you  want  to,  unless 
you  cannot  resist  temptation,  and  thank  you  again  for  being  here. 

Mr.  Bltjmenfeld.  Thank  you,  Mr.  Chairman. 

Senator  Levix.  The  committee  will  stand  in  recess. 

[Thereupon,  at  12  :20  p.m.,  the  committee  recessed,  to  reconvene  at 
1  p.m.  this  same  day.] 

AFTERNOOlSr  SESSION" 

The  committee  met.  pursuant  to  recess,  at  1 :20  p.m.  in  room  1318, 
Dirksen  Senate  Office  Building,  Hon.  Carl  Levin  presiding. 

Present:  Senators  Levin,  Exon,  Warner,  Humphrev  and  Jepsen. 

Also  present :  John  C.  Roberts,  general  counsel ;  Phyllis  A.  Bacon, 
assistant  chief  clerk;  Edward  B.  Kenney  and  James  C.  Smith,  pro- 
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fessional  staff  members ;  Doris  Connor,  clerical  assistant ;  Frank  Krebs, 
assistant  to  Senator  Cannon;  Gerald  Stacy,  assistant  to  Senator 
Culver;  Greg  Pallas,  assistant  to  Senator  Exon;  Peter  Lennon,  as- 
sistant to  Senator  Levin:  Christopher  Lehman,  assistant  to  Senator 
Warner;  and  David  Fitzgerald,  assistant  to  Senator  Hnmphrey. 

Senator  Levin.  Governor  Parfitt,  welcome.  I  didn't  have  a  chance 
to  say  hello  to  you  this  morning.  It  is  nice  to  have  yon  here.  It  is  good 
to  see  you  again. 

I  am  sorry  I  have  returned  later  than  I  had  expected.  I  appreciate 
your  patience. 

Our  first  witness  this  afternoon  will  be  Governor  Parfitt.  "Why 
don't  you  proceed  as  you  wish.  You  may  either  read  your  statement  in 
whole  or  in  part  or  you  may  summarize  it.  If  you  do  wish  to  summarize 
any  or  a  part  of  it,  we  will  have  the  prepared  statement  made  a  part 
of  the  record. 

STATEMENT  OE  HAROLD  R.  PAREITT,  GOVERNOR  OF  THE  CANAL 
ZONE  AND  PRESIDENT  OF  THE  PANAMA  CANAL  COMPANY 

Governor  Parfitt.  Mr.  Chairman,  if  I  may,  I  would  like  to  sum- 
marize this,  and  I  will  provide  the  full  text  for  the  record. 

Senator  Levin.  That  will  be  fine. 

Governor  Parfitt.  I  appreciate  the  opportunity  to  appear  before 
you  today  to  testify  concerning  legislation  which  has  been  drafted 
to  cover  the  Panama  Canal  Treaty  of  1977  and  related  agreements. 

As  you  know,  the  House  of  Kepresentatives  last  week  passed  II.Iv. 
Ill,  sponsored  by  the  chairman  of  the  Merchant  Marine  and  Fish- 
eries Committee.  On  A]3ril  26,  the  chairman  of  this  committee  intro- 
duced S.  1024,  a  bill  which  is  substantially  identical  to  the  one  drafted 
by  the  administration  and  introduced  in  the  House  as  H.E..  171G. 

Initially,  there  were  many  substantive  differences  between  the 
administration's  bill  and  H.R.  Ill,  but  over  time  and  as  a  result  of 
the  legislative  process  so  far,  the  contents  of  the  two  bills  have  been 
coming  closer  together. 

I  would  like  to  focus  primarily  on  the  pro\nsions  of  both  bills 
which  have  the  greatest  potential  impact  on  the  efficient  operation 
and  financial  viability  of  the  Panama  Canal. 

In  my  view,  the  most  important  portions  of  the  two  bills  are  those 
dealing  with  canal  employees.  Employee  morale  is  low  and  all  are 
eager  to  see  an  end  to  this  phase  of  the  treaty  process.  They  are  dis- 
traught with  the  frustrations  and  disappointments  occasioned  by  pro- 
posed changes  and  challenges  to  what  they  consider  to  be  reasonable 
employee  rights,  benefits,  and  protections.  The  conditions  are  ripe 
for  serious  problems  among  our  work  force.  Fortunately,  the  House 
of  Representatives  in  its  recently  concluded  consideration  of  H.R.  Ill 
approved  that  bill  and  defeated  attempts  to  modify  some  of  the  most 
impoT-tant  employee  provisions. 

This  was  a  tonic  to  woi-kers  in  the  Canal  Zone,  and  for  some  the 
only  good  news  they  have  had  in  a  lone;  time.  At  this  point,  H.P.  Ill 
has  several  more  employee  benefits  than  those  included  in  S.  1024, 
but  the  major  provisions  are  almost  identical.  I  Avonld  like  to  mention 
some  of  thorn  anrl  urce  that  your  committee  do  evei'vthing  possible 
to  protect  and  keep  intact  those  major  provisions  as  they  now  stand. 
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They  are :  a  recruitment  and  retention  differential ;  guarantees  that 
terms  and  conditions  of  employment  will  in  general  be  no  less  favor- 
able than  those  in  effect  prior  to  October  1,  1979 ;  a  special  placement 
assistance  program ;  an  allowance  to  offset  cost  of  living  increases  as  a 
result  of  losing  military  privileges  in  October  1984;  early  retirement; 
and  special  immigration. 

Probably  the  most  publicized  parts  of  the  proposed  bills  and  to 
many  of  our  employees  the  most  important  deal  with  early  retirement 
benefits.  These  provisions  would  allow  employees  who  were  involuntar- 
ily separated  or  scheduled  to  be  separated  as  a  result  of  implementation 
of  the  treaty  to  retire  under  liberalized  criteria.  More  important  to 
the  agency  and  its  employees,  however,  are  those  provisions  which 
would  grant  a  continuing  option  for  employees  to  voluntarily  retire 
under  the  liberalized  criteria.  I  believe  that  this  early  retirement  option 
will  do  more  than  any  other  single  feature  of  the  legislation  to  main- 
tain a  skilled  work  force  at  the  canal.  If  the  legislation  were  to  be 
enacted  with  a  significantly  less  liberal  version  of  the  early  retirement 
option  in  it,  I  also  believe  we  would  be  unable  to  retain  a  sufficient 
number  of  employees  and  needed  skills,  and  we  would  have  to  resort 
to  a  crash  recruitment  program  with  questionable  results. 

The  special  immigration  provisions  in  both  bills  are  intended  to 
afford  long-time  non-U.S.  citizen  employees  who  have  spent  their 
careers  working  with  the  U.S.  Government  on  the  ithsmus,  as  well 
as  those  residing  under  U.S.  jurisdiction  in  the  Canal  Zone,  the  oppor- 
tunity to  come  to  this  country  if  they  so  desire. 

This  provision  would  appear  to  constitute  an  appropriate  expres- 
sion of  appreciation  by  the  U.S.  Government  for  the  contribution 
made  by  these  loyal  employees,  many  of  whose  ancestors  participated 
in  the  construction  of  the  waterway. 

Given  the  reduced  categories  and  numbers  of  eligibles  allowed  for 
in  both  bills  now  as  compared  to  an  earlier  version  of  H.R.  Ill,  I 
believe  the  7,500  limitation  as  called  for  in  H.R.  Ill  is  too  restrictive. 

Mr.  Chairman,  I  would  also  like  to  take  a  moment  or  two  to  call  the 
committee's  attention  to  a  provision  in  S.  1024  which  I  consider  to  be  a 
very  important  one,  which  I  am  afraid  might  escape  notice  in  view  of 
the  larger  issues  involved  in  this  legislative  process.  Section  212  of  the 
bill  makes  available  the  appropriations  of  such  agency  as  may  be  desig- 
nated by  the  President,  and  we  are  virtually  certain  it  will  be  the 
Department  of  Defense,  for  the  conduct  of  education  and  health  care 
functions  in  Panama. 

The  section  goes  on  to  provide  that  amounts  expended  by  that  agency 
in  furnishing  those  services  to  other  than  its  own  employees  and  their 
dependents  are  to  be  fully  reimbursable  to  it. 

_  Section  212  also  makes  the  appropriations  or  funds  of  the  Commis- 
sion available  for  such  reimbursements  both  on  behalf  of  its  own  em- 
ployees as  well  as  on  behalf  of  other  persons  who  are  eligible  under  the 
treaty  to  receive  them.  It  is  these  other  persons  and  their  dependents 
with  whom  I  am  concerned.  For  the  most  part,  they  are  those  who  lose 
their  jobs  with  the  canal  as  a  result  of  the  treaty !i  former  employees, 
many  of  whom  are  elderly  and  disabled,  and  others  who  are  not  em- 
ployed by  any  U.S.  agency.  This  latter  group  includes  ministers,  rab- 
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bis,  and  others  involved  in  nonprofit  organizations  like  the  YMCA  and 
the  Boy  Scouts. 

Under  the  parallel  provision  of  H.E.  Ill  it  is  our  construction  that 
the  Commission  would  have  the  authority  to  sponsor  medical  care  and 
education  for  former  canal  employees  and  their  dependents,  but 
apparently  not  for  the  remaining  groups. 

In  my  view,  some  agency  of  the  United  States,  either  the  Commission 
or  the  Defense  Department,  should  bear  these  costs.  If  enacted  in  its 
present  form,  S.  1024  would  authorize  the  Commission  to  do  so,  and  I 
would  recommend  that  this  authority  be  retained.  If  it  is  not,  I  would 
favor  a  provision  making  it  mandatory  that  the  Department  of 
Defense  absorb  these  costs. 

Mr.  Chairman,  I  would  like  now  to  turn  to  the  financial  provisions 
contained  in  the  bills  which,  in  importance  to  the  successful  operation 
of  the  canal,  are  second  only  to  the  employee  provisions. 

As  a  general  proposition,  S.  1024  would  pattern  the  Panama  Canal 
Commission  after  the  present  Panama  Canal  Company,  making  only 
those  changes  in  organization  and  functions  as  are  required  by  the 
treaty.  H.R.  Ill,  on  the  other  hand,  would  have  the  Commission  take 
±he  form  of  the  agency  which  operated  the  waterway  prior  to  1951. 

With  regard  to  the  financial  structure  of  the  Commission,  S.  1024 
would  continue  for  the  canal  agency  the  corporate  form  of  the  Panama 
Canal  Company.  That  bill  would  also  retain  for  the  Commission  the 
Company's  present  flexibility  to  meet  unexpected  needs  of  any  kind 
out  of  its  own  resources,  and  would  in  addition  provide  the  Commission 
with  a  line  of  credit  by  continuing  the  canal  agency's  $40  million  bor- 
rowing authority. 

H.R.  Ill,  on  the  other  hand,  would  establish  the  new  canal  enter- 
prise as  an  appropriated  fund  agency.  Under  this  form,  the  agency 
would  no  longer  operate  from  its  own  resources.  Instead,  annual  ap- 
propriations from  the  Congress  would  be  required  for  the  Commis- 
sion to  fund  its  operations  and  capital  needs. 

In  recognition  of  the  need  to  p)rovide  the  canal  agency  with  some 
flexibility,  H.R.  Ill  originally  included  a  provision  for  the  establish- 
ment of' a  $40  million  emergency  fund.  The  Commission  would  be 
allowed  to  draw  against  this  account  without  additional  congres- 
sional approval  to  defray  emergency  expenses  and  to  insure  contin- 
uous safe  and  efficient  operation  of  the  waterway  if  funds  appropriated 
for  canal  operation  and  maintenance  are  insufficient  for  this  purpose. 
It  is  my  understanding,  however,  that  during  the  final  stages  of 
the  House  vote,  this  provision  was  deleted  from  H.R.  111.  Without 
this  fimd,  H.R.  Ill  would  provide  no  flexibility  for  the  canal  to  meet 
emergencies  and  unexpected  traffic  surges. 

Speaking  from  the  point  of  view  of  the  operator  of  the  canal,  I 
believe  that  as  a  minimum  it  is  essential  for  the  emergency  fund  pro- 
vision to  be  retained.  Without  that  fund,  it  is  unlikely  that  the  canal 
can  continue  to  be  operated  efficiently.  It  would  be  preferable,  of 
course,  to  continue  the  corporate  form  for  the  Panama  Canal  Com- 
mission. 

I  might  interject  here,  Mr.  Chairman,  that  I  understand  that  yes- 
terday, by  unanimous  consent,  the  House  voted  to  reinstate  the  $40 
million  emergency  fund.  I  was  very  pleased  to  hear  that. 
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There  is  no  better  justification  for  the  Government  corporation 
form  for  the  Commission  than  the  record  of  achievement  amassed 
by  the  Panama  Canal  Company  from  its  inception  in  1951  to  the 
present.  The  use  of  the  corporate  form  to  carry  out  the  requirement 
tliat  the  enterprise  live  within  its  own  resources  has  had  a  lot  to  do 
with  that  success  and  provides  the  best  assurance  to  the  U.S.  tax- 
payer that  the  canal  will  continue  to  be  self-sufficient. 

The  canal's  success  to  date  is  attributable  principally  to  the  flex- 
ibility inherent  in  a  corporate  form  which  allows  management  to  re- 
spond to  changing  business  conditions.  Substantial  changes  are  usual, 
not  only  in  traffic  patterns  but  also  in  major  maintenance  require- 
ments for  plant  and  equipment.  The  delays  inherent  in  conforming 
the  appropriations  to  legitimate  requirements  through  a  supplemental 
process  are  certain  to  erode  efficiency  and  productivity. 

Obviously,  access  to  an  emergency  fund  as  provided  for  at  one  time 
in  H.R.  Ill  and  as  it  is  now  would  go  a  long  way  to  ameliorating  this 
situation,  but  it  would  not  constitute  a  complete  remedy. 

As  October  1  approaches,  I  have  increasing  concern  whether  the 
canal  organization  will  be  able  to  accomplish  all  of  the  related  ac- 
tions that  will  be  required  to  implement  the  treaty  and  still  maintain 
the  continuity  of  an  efficient  canal  operation.  First  and  foremost,  there 
will  be  a  major  reorganization  involving  transfers  of  functions,  relo- 
cation of  facilities  and  personnel.  In  addition,  there  will  be  numerous 
other  requirements  laid  on  the  organization,  such  as  physical  inven- 
tories, boundary  surveys,  revision  of  tariffs,  and  of  course  the  contin- 
uing requirement  for  treaty  implementation  planning.  These  projects 
are  disruptive  enough  without  further  burdening  the  organization  by 
imposing  at  this  very  critical  point  in  time  a  change  in  tlie  finan- 
cial structure  that  goes  to  the  very  heart  of  the  operation.  As  this  addi- 
tional change  is  not  one  required  by  the  treaty,  it  would  ap]:)ear  prudent 
to  concentrate  on  promoting  continuity  of  operations  and  aA^oid  or  at 
least  defer  if  at  all  possible  a  change  in  the  financial  structure  such  as 
is  contained  in  H.R.  111. 

Perhaps  the  most  significant  reason  for  favoring  the  corporate  form 
concerns  financial  self-discipline.  H.R.  Ill  would  provide  the  Com- 
mission with  routine  ongoing  access  to  appropriations.  If  this  finan- 
cial concept  is  adopted,  I  foresee  a  potential  risk  that  the  link  between 
revenues  and  expenses  may  become  obscured  over  time  with  the  result 
that  the  canal  entity,  since  it  would  be  operating  from  appropriations 
rather  than  its  own  revenues,  might  become  increasingly  dependent 
upon  taxpayer  subsidy. 

To  conclude  my  testimony,  I  would  like  to  address  tolls.  ^Vliile  both 
bills  provide  that  tolls  will  be  set  at  a  rate  calculated  to  cover  as  nearly 
as  practicable  all  costs  of  operating  and  maintaining  the  canal,  there 
exist  differences  as  to  the  elements  to  be  included  in  this  general 
formula.  The  most  pronounced  difference  in  terms  of  impact  on  toll 
rates  concerns  the  treatment  and  to  the  cost  of  the  early  retirement 
program. 

S.  1024  would  exclude  these  two  elements  from  the  tolls  formula 
while  H.R.  Ill  would  include  them  as  costs  to  be  recovered  from  tolls. 
Our  best  estimate  at  this  time  is  that  under  S.  1024  a  toll  rate  increase 
of  about  19.1  percent  would  be  required.  H.R.  Ill,  on  the  other  hand, 
w^ould  require  an  increase  of  about  33.8  percent.  It  should  be  noted  that 
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these  estimates  do  not  take  traffic  sensitivity  into  account.  However,  in 
the  range  of  tolls  increases  being  considered,  they  should  not  require 
more  than  an  additional  1  percent. 

There  is  one  other  provision  contained  in  both  H.R.  Ill  and  S. 
1024  which  upon  reflection  seems  to  be  to  be  undesirable  for  several  rea- 
sons. That  provision,  which  would  become  effective  upon  enactment 
of  the  bill,  woidd  require  the  Governor  to  contract  with  the  Attorney 
General  for  the  transfer  to  prisons  in  the  United  States  of  all  prisoners 
now  serving  sentences  of  more  than  1  year  in  penal  institutions  in  the 
Canal  Zone.  In  my  view,  a  more  realistic  approach  would  be  not  to 
require  any  transfer  of  prisoners  for  the  first  year  of  the  transition 
period,  thereby  allowing  for  the  attrition  of  the  approximately  30 
prisoners  whose  sentences  are  served  by  October,  1980. 

This  1-year  moratorium  during  which  the  penitentiary  would  con- 
tinue operating  would  allow  us  to  relocate  prison  employees  and  to 
plan  properly  for  the  closing  down  of  that  facility.  As  of  October 
1980,  any  prisoners  with  more  than  1  year  left  to  serve  would  be  trans- 
ferred while  those  with  less  could  be  phased  out  by  attrition,  commu- 
tation of  sentences,  or  through  other  transitional  arrangements. 

Another  advantage  to  holding  in  abeyance  any  transfer  of  pris- 
oners for  a  1-year  period  is  a  prisoner  exchange  agreement  between 
the  United  States  and  Panama  may  be  ratified  by  that  time.  If  it  is,  it 
may  avoid  the  expense  for  the  United  States  of  transferring  any  of 
the  prisoners  at  all,  to  the  extent  that  they  elect  under  the  terms  of 
that  agreement  to  serve  their  sentences  in  Panama. 

In  closing,  ]Mr.  Chairman,  I  would  like  to  urge  that  for  tlie  reasons 
I  have  stated,  the  committee  give  favorable  consideration  to  S.  1024, 
which  we  see  as  providing  the  more  viable  financial  structure  to  the 
agency  operating  the  canal.  I  would  also  like  to  reiterate  the  critical 
importance  of  safegiiarding  the  employee  provisions  during  the  final 
stages  of  the  legislative  process. 

Mr.  Chairman,  that  concludes  my  opening  statement.  I  will  submit 
my  prepared  statement  and  attempt  to  answer  any  questions  which  you 
or  other  members  of  the  committee  may  have. 

Senator  Lea^ix.  Thank  you,  Governor  Parfitt. 

[The  statement  follows:] 

Prepared   Statement  of  Hox.  H.  R.  Parfitt,  Governor  of  the  Canal  Zone 

introduction 

Mr.  Chairman  and  members  of  the  committee,  my  name  is  Harold  R.  Parfitt. 
and  I  am  Governor  of  the  Canal  Zone.  I  appreciate  the  opportunity  to  appear 
hefore  yon  today  and  testify  concerning  lesrislation  which  has  been  drafted  to 
implement  the  Panama  Canal  Treaties  of  1977  and  related  agreements. 

This  is  an  extremely  important  piece  of  legislation  which  covers  a  broad  range 
of  .subiects  including  legal  changes  required  by  the  new  treaty  with  Panama, 
operational  matters  necessary  for  the  continued  efficient  functioning  of  the 
waterway,  and  a  variety  of  items  of  great  importance  to  the  individuals  making 
up  the  Canal  work  force. 

As  you  know,  the  House  of  Representatives  last  week  passed  H.R.  Ill  which 
was  sponsored  by  the  Chairman  of  the  Merchant  Marine  and  Fisheries  Commit- 
tee. On  April  26,  the  Chairman  of  this  committee  introduced  S.  1024.  a  bill  which 
is  substantially  identical  to  the  one  drafted  by  the  Administration  and  intro- 
duced in  the  House  as  H.R.  1716. 

Initially  there  were  many  substantive  differences  between  the  Administra- 
tion's bill  and  H.R.  Ill,  but  over  time,  and  as  a  result  of  the  legislative  process 
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so  far,  the  contents  of  the  two  bills  have  been  coming  closer  together.  While  a 
few  differences  still  remain  between  S.  1024  and  H.R.  Ill — and  I  plan  to  address 
some  of  them  in  my  testimony  today — I  would  like  to  focus  primarily  on  the 
provisions  of  both  bills  which  have  the  greatest  potential  impact  on  the  efficient 
operation  and  financial  viability  of  the  Panama  Canal. 

EMPLOYEE  PROVISIONS 

In  my  view,  the  most  important  portions  of  the  two  bills  are  those  dealing 
with  Canal  employees.  As  you  may  appreciate,  the  last  several  years  have  been 
particularly  trying  for  our  work  force.  They  have  experienced  a  prolonged 
and  damaging  period  of  uncertainty  concerning  their  futures.  After  the  lengthy 
treaty  negotiations,  Senate  debates,  and  current  congressional  consideration 
of  implementing  legislation,  they  are  now  emotionally  drained.  Employee  morale 
is  low  and  all  are  eager  to  see  an  end  to  this  phase  of  the  treaty  process.  They  are 
distraught  with  the  frustrations  and  disappointments  occasioned  by  proposed 
changes  and  challenges  to  what  they  consider  to  be  reasonable  employee  rights, 
benefits  and  protections.  The  conditions  are  ripe  for  serious  problems  among  our 
work  force. 

Fortunately,  the  House  of  Representatives,  in  its  recently  concluded  considera- 
tion of  H.R.  Ill,  approved  that  bill  and  defeated  attempts  to  modify  some  of 
the  most  important  employee  provisions.  This  was  a  tonic  to  workers  in  the 
Canal  Zone  and  for  some  the  only  good  news  they  have  had  in  a  long  time. 

At  this  point  H.R.  Ill  has  several  more  employee  benefits  than  those  included 
in  S.  1024,  but  the  major  provisions  are  almost  identical.  Nevertheless,  becau.>^e 
of  the  importance  of  employee  benefits  to  our  workers,  and,  hence,  to  the  Canal 
organization.  I  would  like  to  review  some  of  them  briefly  and  urge  that  your 
Committee  do  everything  possible  to  protect  and  keep  intact  those  major  provi- 
sions as  they  now  stand. 

Under  Article  X  of  the  treaty  the  Commission  is  authorized  to  pay,  over  and 
above  basic  compensation,  additional  remuneration  to  certain  categories  of 
employees.  Both  bills  fix  the  ceiling  on  this  differential  at  25  percent  of  the  i-ate 
of  basic  compensation  paid  for  the  same  or  similar  work  performed  by  U.S. 
Government  employees  in  the  United  States.  This  is  consistent  with  current  law. 
A  differential  (currently  15  percent)  has  been  paid  by  the  Canal  for  many 
years  and  has  provided  one  of  the  most  effective  incentives  for  recruitment  and 
retention  of  a  skilled  work  force.  Since  the  need  for  highly  skilled  employees 
not  readily  available  in  Panama  will  continue  for  the  foreseeable  future,  we 
consider  this  provision  to  be  an  important  one. 

TERMS   AND    CONDITIONS    OF   EMPLOYMENT 

With  the  inevitably  significant  change  which  the  loss  of  U.S.  jurisdiction  will 
bring,  the  bills  recognize  the  importance  of  preserving,  to  the  maximum  extent 
possible,  the  present  quality  of  life  for  Canal  employees  by  placing  in  the  law 
the  treaty  guarantee  that  the  terms  and  conditions  of  employment  with  the 
Panama  Canal  Commission  will  in  general  be  no  less  favorable  to  persons  already 
employed  by  the  Company/Government  than  those  in  effect  prior  to  October  i. 
1979.  These  provisions  would  extend  that  guarantee  to  those  Company/Govern- 
ment employees  who  are  transferred  to  other  United  States  Government  agen- 
cies in  Panama  as  a  result  of  the  treaty. 

S.  1024  lists  22  specific  conditions  of  employment  which  would  be  protected, 
including  such  things  as  wage  rates,  reinstatement  and  restoration  rights,  in- 
jury and  death  compensation  benefits,  transportation  and  repatriation  benf^fits 
and  leave  and  travel  except  as  modified  to  provide  equity  with  other  employees 
in  the  agency  to  which  the  employee  is  transferred.  The  leave  and  travel  pro- 
vision has  been  construed  by  the  Department  of  Defense  to  allow  employees 
who  are  transferred  to  that  agency  to  be  converted,  over  a  period  of  three  years, 
to  the  leave  and  travel  system  applicable  generally  in   the   Federal    Service. 

Based  on  strong  testimony  of  employee  groups  during  hearings,  H.R.  Ill  w.ts 
amended  to  include  several  additional  employee  guarantees.  These  mainly 
affect  transferred  employees  and  no  doubt  will  be  discussed  by  Department  of 
Defense  Representatives. 

For  those  U.S.  citizen  employees  of  the  Company/Government  who  are  either 
displacpd  as  a  result  of  the  treaty  or  v>-ho  decide  that  they  clo  not  wont  to  con- 
tinue their  employment  in  Panama,  the  bills  would  require  the  Office  of  Person- 
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nel  Management  to  develop  and  administer  a  Government-wide  program  of 
placement  assistance.  This  provision  we  view  as  an  equitable  one  since  the 
great  majority  of  our  U.S.  citizens  signed  on  with  the  Canal  on  the  assumption 
that  they  could  spend  their  careers  living  and  working  under  U.S.  jurisdiction. 
In  addition  to  the  recruitment  and  retention  remuneration  I  referred  to 
earlier,  the  bills  would  require  that  U.S.  citizen  employees  of  the  Commission 
be  paid  an  allowance  to  offset  the  cost  of  living  increases  they  will  experience 
as  a  result  of  losing  military  pos;al,  commissary  and  exchange  privileges.  As  you 
know,  this  will  occur  in  October  19S4,  five  years  after  the  treaty  enters  into 
force. 

EARLY  RETIREMENT 

Probably  the  most  publicized  parts  of  the  proposed  bills — and  to  many  of  our 
employees  the  most  important — deal  with  early  retirement  benefits.  These 
provisions  vronld  allow  employees  who  are  involuntarily  separated  or  scheduled 
to  be  separated  as  a  result  of  implementation  of  the  treaty  to  retire  under 
more  liberalized  eligibility  criteria  than  are  normally  available  under  a  major 
reduction-in-force  situation.  In  addition,  the  bills  would  not  impose  a  reduction 
in  annuity  because  of  the  age  at  which  the  employee  retires. 

More  important  to  the  agency  and  its  employees,  however,  are  those  provisions 
which  would  recognize  the  impact  of  the  treaty  on  living  and  working  condi- 
tions by  granting  a  continuing  option,  throughout  the  life  of  the  treaty  (that 
is,  through  1999),  for  employees  (U.S.  and  non-U.S.  citizens  alike)  to  retire 
voluntarily  under  similar  liberalized  eligibility  criteria.  Again,  there  would 
be  no  reduction  in  annuity  because  of  the  age  at  which  the  employee  retires. 
Finally,  those  electing  to  stay  on  with  the  Commission  would  have  their  annui- 
ties computed  at  a  higher  rate  than  normal. 

As  I  said,  many  of  our  employees  consider  the  early  retirement  provision  of 
the  treaty  legislation  to  be  the  most  important  one  and  a  good  percentage  are 
deferring  decisions  as  to  their  futures  until  they  know  what  the  law  will  pro- 
vide on  that  subject.  If  enacted  in  its  present  form,  some  will  undoubtedly  take 
advantage  of  its  provisions  and  retire  at  once.  I  have  high  hopes,  however,  that 
the  continuing  option  feature — that  is,  the  fact  that  the  option  to  retire  under 
liberalized  eligibility  and  calculation  criteria  will  remain  open  throughout  the 
life  of  the  treaty — will  cause  the  great  majority  to  stay  and  "give  it  a  try"  with 
the  Commission. 

If  I  am  correct  in  that  assessment,  this  should  afford  an  opportunity  for 
ofiicials  of  the  Commission  and  the  Government  of  Panama  to  prove  that  trans- 
fer of  jurisdiction  can  be  effected  without  the  kind  of  adverse  consequences  which 
have  worried  our  employees.  Assuming  this  can  be  done,  and  we  are  optimistic 
in  this  regard,  then  I  beUeve  that  this  early  retirement  option  will  do  more  than 
any  other  single  feature  of  the  legislation  toward  maintaining  a  skilled  work 
force  at  the  Canal.  If,  on  the  other  hand,  the  legislation  were  to  be  enacted  with 
a  significantly  less  liberal  version  of  the  early  retirement  option  in  it,  I  also  be- 
lieve that  we  would  be  imable  to  retain  a  sufl3cient  number  of  employees  in 
needed  skills  and  we  would  have  to  resort  to  a  crash  recruitment  program  with 
questionable  results. 

In  the  area  of  labor-management  relations,  both  bills  would  place  in  the  law 
the  treaty's  recognition  of  the  right  of  Commission  employees  to  negotiate  col- 
lective contracts.  Under  PI.R.  Ill  the  labor  relations  and  collective  bargaining 
systems  would  be  established  under  Title  VII  of  the  Civil  Service  Reform  Act, 
whereas  under  S.  1024  the  major  provisions  of  Title  VII  would  be  incorporated 
in  a  system  designed  to  accommodate  unique  conditions  in  Panama. 

I  might  point  out  here  that  employees  are  making  retirement  and,  in  some 
cases,  separation  decisions  now.  The  number  of  workers  in  critical  skill  positions 
making  these  decisions  has  been  increasing  over  the  past  several  months.  If  this 
trend  continues — and  dilution  of  employee  benefits  will  certainly  accelerate  that 
trend — it  will  impair  the  ability  of  the  Canal  agency  to  accomplish  its  mission 
and  to  provide  for  an  orderly  transfer  of  activities  to  the  Republic  of  Panama 
as    required   by    the    treaty. 

Unfortunately,  because  of  timing  constraints,  we  had  to  issue  notification  of 
reduction-in-force  actions  to  our  employees  on  Monday,  ,Iune  25,  1979.  This  will 
undoubtedly  force  employees  to  make  decisions  without  the  lienefit  of  fidl 
knowledge  of  the  ultimate  terms  of  employment  to  be  afforded  those  who  remain 
with  the  organization.  In  my  judgment,  it  is  imperative  that  the  major  employee 
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provisions  now  contained  in  tlie  bills  be  retained  and  that  a  clear  signal  to  that 
effect  be  promptly  made  known  to  the  Canal  work  force. 

SPECIAL    IMMIGRATION 

There  is  one  other  provision  in  both  bills  which  is  of  special  interest  to  non- 
U.S.  citizen  employees  in  that  it  would  confer  special  immigrant  status  on  cer- 
tain employees,  their  spouses  and  children.  H.R.  Ill,  as  amended,  contains  an 
additional  category  of  potential  immigrants  comprised  of  individuals,  and  their 
accompanying  spouse  and  children,  whose  welfare,  because  of  the  special  nature 
of  their  employment  with  the  Canal,  is  reasonably  placed  in  danger  as  a  direct 
result  of  the  new  treaty.  As  I  understand  it,  this  provision  is  intended  to  cover, 
among  others,  such  persons  as  Canal  Zone  policemen  who  on  occasion  may  have 
had  to  enforce  U.S.  law  against  their  ovA-n  countrymen. 

The  special  immigration  provisions  in  both  bills  are  intended  to  afford  long- 
time non-U. S.  citizen  employees  who  have  spent  their  careers  working  with 
the  United  States  Government  on  the  Isthmus,  as  well  as  those  residing  under 
U.S.  jurisdiction  in  the  Canal  Zone,  the  opportunity  to  come  to  this  country  if 
they  so  desire.  This  provision  would  appear  to  constitute  an  appropriate  expres- 
sion of  appreciation  by  the  U.S.  Government  for  the  contribution  made  by  these 
loyal  employees,  many  of  whose  ancestors  participated  in  the  construction  of  the 
waterway. 

At  one  point,  H.R.  Ill  proposed  a  great  increase  in  the  number  of  persons 
who  would  be  eligible  for  special  immigration.  Concern  over  this  provision  re- 
sulted in  an  amendment  which  reduces  potential  eiigibles  to  approximately  those 
covered  under  S.  1024  and,  further,  imposes  an  overall  admission  limitation  of 
7.500  individuals  who  can  qualify  as  special  immigrants.  This  limit  may  well 
accommodate  the  number  of  eiigibles  who  Avould  choose  to  immigrate  to  the 
United  States ;  however,  it  will  be  viewed  as  an  affront  to  a  very  special  group 
-of  people  who  are  potentially  adversely  affected  by  the  treaty. 

Given  the  reduced  categories  and  numbers  of  eiigibles  allowed  for  in  both 
bills  now  as  compared  to  the  earlier  version  of  H.R.  Ill,  I  believe  the  inclusion 
and  application  of  the  7,500  limitation  to  be  too  restrictive. 

REIMBURSEMENT   FOR   SERVICES 

Mr.  Chairman,  I  would  like  to  take  a  moment  or  two  to  call  the  Committee's 
attention  to  a  provision  in  S.  1024  which  I  consider  to  be  a  very  important  one 
but  which  I'm  afraid  might  escape  notice  in  view  of  the  larger  issues  involved  in 
this  legislative  process.  Section  212  of  the  bill  makes  available  the  appropriations 
of  such  agency  as  may  be  designated  by  the  President — and  we  are  virtually  cer- 
tain it  will  be  the  Department  of  Defense — for  the  conduct  of  education  and 
health  care  functions  in  Panama.  The  section  goes  on  to  provide  that  amounts 
expended  by  that  agency  in  furnishing  those  services  to  other  than  its  own 
employees  and  their  dependents  are  to  be  fully  reimbursable  to  it.  Section  212 
also  makes  the  appropriations  or  funds  of  the  Commission  available  for  such 
reimbursements  both  on  behalf  of  its  own  employees  as  well  as  on  behalf  of  other 
persons  who  are  eligible  under  the  treaty  to  receive  them. 

It  is  these  "other  persons",  and  their  dependents,  with  whom  I  am  concerned. 
For  the  most  part  they  are  those  who  lose  their  jobs  with  the  Canal  as  a  result 
of  the  treaty,  former  employees — many  of  whom  are  elderly  and  disabled — and 
others  who  are  not  employed  by  the  U.S.  agency.  This  latter  group  includes  min- 
isters, rabbis  and  others  involved  in  nonprofit  organizations  like  the  YMCA  and 
the  Boy  Scouts.  Under  the  treaty  documents,  these  people  have  the  right  to  con- 
tinue their  children  in  U.S.  schools  as  long  as  they  were  enrolled  prior  to  October 
1,  and  to  receive  medical  care  if  the  Government  of  Panama  agrees. 

That  right  is  a  barren  one,  however,  if  they  end  up  having  to  pay  tuition  which 
we  estimate  will  range  from  approximately  $800  to  $2,300  per  year  per  child, 
or  hospitalization  costs  of  $285  daily.  Under  S.  1024,  the  Commission  could  pick 
up  certain  tuition  expenses  and  some  portion  of  the  health  care  costs.  Under 
the  parallel  provision  of  H.R.  Ill,  it  is  our  construction  that  the  Commission 
would  have  the  authority  to  sponsor  medical  care  and  education  for  former  Canal 
•  employees  and  their  dependents,  but  apparently  not  for  the  remaining  groups 
I  referred  to  earlier,  such  as  ministers  and  others. 

In  my  view,  some  agency  of  the  United  States — either  the  Commission  or  the 
Defense  Department — should  bear  these  costs.  If  enacted  in  its  present  form, 
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S.  1024  would  authorize  the  Commission  to  do  so  and  I  would  recommend  that 
this  authority  be  retained.  If  it  is  not,  then  I  would  favor  a  provision  making 
it  mandatory  that  the  Department  of  Defense  absorb  these  costs. 

Mr.  Chairman,  I  would  now  like  to  turn  to  the  financial  provisions  contained 
in  the  bills  which,  in  importance  to  the  successful  operation  of  the  Canal,  are 
second  only  to  the  employee  provisions. 

FINA^'CIAL    PROVISIONS 

As  a  general  proposition.  R.  1024  would  pattern  the  Panama  Canal  Commission 
after  the  present  I'anama  Canal  Company,  making  only  those  changes  in  orga- 
nization and  functions  as  are  required  by  the  treaty.  H.R.  Ill,  on  the  other  hand, 
would  have  the  Commission  take  the  form  of  the  agency  which  operated  the 
waterway  prior  to  1951. 

At  the  outset  I  would  like  to  point  out  that  in  my  testimony  on  H.R.  Ill 
before  the  Hou.se  Merchant  Marine  and  Fisheries  Committee  earlier  this  year  I 
focu.sed  on  several  financial  provisions  in  that  bill  which,  in  my  judgment,  were 
a  cause  for  concern.  While  some  of  these  initial  concerns  no  longer  pertain  l-.e- 
cause  of  changes  made  to  H.R.  Ill  during  the  mark-up  process,  these  neverthe- 
less remain  a  few  fundamental  differences  which  merit  some  discussion  here. 

FINANCIAL    STRUCTURE 

With  regard  to  the  financial  structure  of  the  Commission,  S.  1024  would  con- 
tinue for  the  Canal  agency  the  corporate  form  of  the  Panama  Canal  Comjiany, 
That  bill  would  also  retain  for  the  Commission  the  Company's  present  flexibility 
to  meet  unexpected  needs  of  any  kind  out  of  its  own  resources  and  would,  in 
addition,  provide  the  Commission  with  a  line  of  credit  by  continuing  the  Canal 
agency's  $40  million  borrowing  authority.  The  Commission  would  be  required 
to  repay,  with  interest,  any  funds  borrowed  pursuant  to  that  authority. 

H.R.  111.  on  the  other  hand,  would  establish  the  new  Canal  enterprise  as  an 
appropriataed  fund  agency.  T'nder  this  form,  the  agency  would  no  longer  op- 
erate from  its  own  resources.  Instead,  annual  appropriations  from  the  Congress 
would  be  required  for  the  Commission  to  fund  its  operations  and  capital  needs. 
In  recognition  of  the  need  to  provide  the  Canal  agency  with  some  flexibility. 

H.R.  Ill  originally  included  a  provision  for  the  establishment  of  a  $40  mil- 
lion emergency  fund.  The  Commission  would  be  allowed  to  draw  against  tliis 
account,  without  additional  Congressional  approval,  to  defray  emergency  ex- 
penses and  to  ensure  continuous,  safe  and  efficient  operation  of  the  waterway 
if  funds  appropriated  for  Canal  operations  and  maintenance  are  insufficient  for 
this  purpose. 

It  is  my  understanding,  however,  that  during  the  final  stages  of  the  House 
vote,  this  provision  was  deleted  from  H.R.  111.  Without  this  fund  H.R.  Ill 
would  provide  no  flexibility  for  the  Canal  to  meet  emergencies  and  unexpected 
traffic  surges. 

Speaking  from  the  point  of  view  of  the  operator  of  the  Canal,  I  believe  that, 
as  a  minimum,  it  is  essential  for  the  emergency  fund  provision  to  be  retained. 
Without  that  fund,  it  is  unlikely  that  the  Canal  can  continue  to  be  operated 
efficiently.  It  would  be  preferable,  of  cour.se,  to  continue  the  corporate  form  for 
the  Panama  Canal  Commission. 

PAST   RECORD   OF   THE    CANAL 

There  is  no  better  justificalion  for  the  Government  corporation  form  for  the 
Commission  than  the  record  of  achievement  amassed  by  the  Panama  Canal 
Company  from  its  inception  in  1951  to  the  present. 

During  this  period,  the  Comi)any  has  been  completely  .self-sufficient  finan- 
cially. Although  it  is  authorized  to  seek  anpropriations  to  cover  both  losses  and 
capital  needs  and  to  borrow  up  to  .$40  million,  it  has  never  done  so  despite  a  four- 
year  period  of  operating  losses.  In  fact,  during  its  nearly  2S  years  of  existenr-e. 
the  Company  has  paid  back  to  the  I'nitod  States  Treasury  .$40  million  as  a  return 
on  the  Covornnient'  investTucnt.  It  h.'is  also  plowed  liack  $.337  million  of  inter- 
nally-generated funds  in  cai>ital  replacements  and  impi'ovements  to  Company 
facilities.  Finally,  the  Company  has  paid  the  U.S.  Treasury  ,$331  million  in  in- 
terest on  the  United  States  investment  in  the  Canal  agency. 

There  are  not  many  Government  agenr-ies  that  can  boast  of  such  a  record.  The  - 
use  of  the  corporate  form  to  carry  out  the  legal  reciuirement  that  the  enterprise 
live  within  its  resources  has  had  a  lot  to  do  with  that  success,  and  it  provides 
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the  best  assurance  to  the  U.S.  taxpayer  that  the  Canal  will  continue  to  be  self- 
sufficient. 

FLEXIBILITY 

The  Canal's  success  to  date  is  attributable  principally  to  the  flexibility  inherent 
in  the  corporate  form  which  allows  management  to  respond  to  changing  business 
conditions.  Such  is  the  norm  in  the  Canal  business  and,  indeed,  in  most  businesses. 
"We  cannot  accurately  predict,  during  the  budget  cycle  and  the  appropriations 
process,  the  precise  set  of  circumstances  which  are  likely  to  occur  in  the  budget 
execution  year.  Substantial  swings  are  usual,  not  only  in  traffic  patterns  but 
also  in  major  maintenance  requirements  for  plant  and  equipment.  The  delays 
inherent  in  conforming  the  appropriations  to  legitimate  requirements  through 
the  supplemental  process  are  certain  to  erode  efficiency  and  productivity.  Ob- 
viously, access  to  an  emergency  fund  as  provided  for  at  one  time  in  H.R.  Ill 
would  go  a  long  way  to  ameliorating  this  situation,  but  it  would  not  constitute 
a  complete  remedy. 

CONTINUITY    OF    OPERATIONS 

As  October  1  approaches,  I  have  increasing  concern  whether  the  Canal  organi- 
zation will  be  able  to  accomplish  all  of  the  related  actions  that  will  be  required 
to  implement  the  treaty  and  still  maintain  the  continuity  of  an  efficient  Canal 
operation.  First  and  foremost  there  will  be  a  major  reorganization  involving 
transfers  of  functions  and  relocation  of  facilities  and  personnel.  In  addition, 
there  will  be  numerous  other  requirements  laid  on  the  organization,  such  as 
physical  inventories  of  plant,  equipment,  and  supplies,  boundary  surveys  and 
map  updating,  revision  of  tariffs  and,  of  course,  the  continuing  requirement  for 
treaty  implementation  planning. 

These  projects  are  disruptive  enough  without  further  burdening  the  organiza- 
tion by  imposing,  at  this  very  critical  point  in  time,  a  change  in  the  financial 
structure  that  goes  to  the  very  heart  of  the  operation.  As  this  additional  change 
is  not  required  by  the  treaty,  it  would  appear  prudent  to  concentrate  on  promoting 
continuity  of  operations  and  avoid  or  at  least  defer,  if  at  all  possible,  a  change 
in  financial  structure  such  as  is  contained  in  H.R.  111. 

FINANCIAL    DISCIPLINE 

Perhaps  the  most  significant  reason  for  favoring  the  corporate  form  concemg 
financial  self-discipline.  As  I  noted  earlier.  S.  1024  would  continue  the  existing 
requirement  for  the  Canal  to  be  self-sustaining — that  is,  for  the  agency  to  live 
within  its  resources.  Although  there  are  provisions  in  S.  1024  for  the  Commission 
to  seek  appropriations  in  order  to  cover  losses  and  to  meet  capital  requirements, 
such  appropriations  would  be  forthcoming  only  upon  the  approval  of  Congress 
as  exceptions  to  normal  procedures.  H.R.  Ill,  on  the  other  hand,  would  provide 
the  Commission  with  routine,  ongoing  access  to  appropriations.  If  this  latter 
finanrial  concept  is  adopted.  T  foresee  a  potential  risk  that  the  link  between 
revenues  and  expenses  may  become  oKscured  over  time,  with  the  result  that 
the  Canal  entity,  since  it  would  be  operating  from  appropriations  rather  than 
its  own  revenues,  might  become  increasingly  dependent  upon  taxpayer  subsidy. 

In  this  regard  I  would  like  to  bring  to  your  attention  one  of  the  amendments 
approved  with  H.R.  Ill  w^hich  provides  thta  if  funds  appropriated  in  any  given 
year  are  in  excess  to  the  actual  amount  of  revenues  deposited  in  the  Treasury 
for  that  year,  such  excess  will  be  deducted  from  the  amounts  that  would  otherwise 
be  appropriated  by  the  Congress  to  the  Commission  in  a  subsequent  year.  This 
provision  is  apparently  intended  to  preclude  the  Canal  agency  from  becoming 
dependent  on  taxpayer  subsidy,  a  goal  with  which  we  heartily  concur.  However, 
as  Me  understand  the  amendment — and  I  must  say  so  far  we  have  only  had  an 
opportunity  to  review  the  language  without  benefit  of  explanation — it  is  not  a 
logical  way  to  accomplish  the  announced  purpose  and  could  result  in  the  Canal 
enterprise  not  having  sufficient  funds  with  which  to  operate  in  a  given  year. 

TOLLS    OUTLOOK 

To  conclude  my  remarks  on  the  financial  and  organizational  aspects  of  the 
two  bills.  I  would  like  to  address  the  subject  of  tolls. 

While  both  bills  provide  generally  that  tolls  will  be  set  at  rates  calculated 
to  cover  as  nearly  ns  practicable  all  costs  of  operating  and  maintaining  the 
Canal,  there  exist  differences  as  to  the  elements  to  be  included  in  this  general 
formula.  The  most  pronounced  difference,  in  terms  of  impact  on  toll  rates, 
concerns  the  treatment  to  be  afforded  to  the  interest  on  the  U.S.  Investment  and 
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to  the  cost  of  the  early  retirement  program.  S.  1024  would  exclude  these  two 
elements  from  the  tolls  formula  while  H.R.  Ill  would  include  them  as  costs  to 
be  recovered  from  tolls. 

Other  differences  pertain  to  liability  for  marine  accident  claims  and  the  cate- 
gory of  persons  eligible  for  education  and  medical  care  sponsorship.  With  re- 
spect to  marine  accident  claims,  H.R.  Ill  would  limit  the  liability  of  the  Com- 
mission for  injuries  to  vessels  outside  the  locks  to  $120,000  per  a.ccident.  Claims 
in  excess  of  that  amount  would  have  to  be  presented  to  the  Congress  for  consid- 
eration. S.  1024  continues  current  law  by  placing  no  limitation  on  the  Commis- 
sion's liability  for  these  types  of  accident  claims. 

In  the  area  of  education  and  medical  care  spoussorship,  S.  1024  would  au- 
thorize the  Commission  to  .continue  to  sponsor  current  and  former  employees 
and  their  dependents,  as  well  as  certain  other  categories  of  persons  who  are 
receiving  this  assistance  today.  As  I  mentioned  earlier,  our  understanding  is 
that  H.R.  Ill  would  authorize  sponsorship  of  former  employees  and  their  de- 
pendents, but  not  other  categories  of  persons. 

Taking  these  differences  into  account,  I  have  some  estimates  of  the  tolls  in- 
crease that  would  be  required  October  1,  1979,  in  order  to  recover  the  increased 
cost  of  operating  the  Canal  in  fiscal  year  1980.  In  presenting  these  estimates. 
I  should  point  out  that  they  are  based  on  cost  and  reveniie  projections  that 
are  still  under  refinement  and,  therefore,  subject  to  change.  This  is  so  because 
in  recent  months  fuel  costs  have  escalated  beyond  all  expectations  and  traffic  has 
been  running  substantially  below  projections. 

Our  best  estimate  at  this  time  is  that  under  S.  1024,  a  toll  rate  increase  of 
about  19.1  percent  would  be  required ;  H.R.  Ill,  on  the  other  hand,  would  re- 
quire an  increase  of  about  33.8  percent. 

It  should  be  noted  that  thpse  estimates  do  not  take  traffic  sensitivity  into 
account.  To  the  extent  that  these  increases  would  result  in  a  diversion  of  traffic, 
still  greater  increases  would  be  required  to  cover  revenue  losses  attributable  to 
the  diversion.  In  the  range  of  tolls  increases  being  considered,  this  should  not 
require  more  than  an  additional  1  percent. 

In  that  regard,  the  Company  has  recently  completed  a  new  study  on  the  sensi- 
tivity of  traffic  to  toll  increases.  The  findings  of  this  study  are  thnt  a  tolls 
increase  up  to  25  percent  would  not  have  a  significant  impact  on  traffic.  In- 
creases from  26  percent  to  40  percent,  however,  would  have  a  slight  impa.ct  on 
traffic,  and  would  require  some  adjustment  in  tolls  to  cover  revenue  losses 
attributable  to  tr.ifiic  diversions.  These  conclusions  are  generally  consistent  with 
and  confirm  findings  reached  in  a  previous  study  completed  in  January  1978. 
Wliile  the  current  ,study  has  not  addressed  increases  above  40  percent,  based 
upon  those  earlier  conclusions  it  appears  likely  that  toll  hikes  in  excess  of  that 
figure  would  begin  to  trigger  significant  diversions  in  traffic. 

PRISONERS 

There  is  one  other  provision,  contained  in  both  H.R.  Ill  and  S.  1024,  which 
upon  reflection  seems  to  me  to  be  undesirable  for  several  reasons.  That  pro- 
vision, which  would  become  effective  upon  enactment  of  the  bill,  would  renuire 
the  Governor  to  contract  with  the  Attorney  General  for  the  transfer  to  prisons 
in  the  TTnited  States  of  all  prisoners  now  serving  sentences  of  more  than  one 
year  in  penal  Institutions  in  the  Canal  Zone. 

"We  currently  estimate  that  on  October  1  of  this  year  we  will  have  about  110 
such  prisoners  on  hand,  all  of  which  will  be  non-U.S.  citizens.  Approximately 
30  of  those  will  finish  serving  their  sentences  within  one  year ;  that  is,  by  Octo- 
ber 1,  1980.  Of  the  remainder,  a  significant  portion  will  be  serving  sentences  of 
more  than  five  years. 

The  arbitrary  requirement  to  transfer  all  those  prisonsers,  including  the 
30  or  so  who.se  sentences  expire  before  October  of  next  year,  does  not  appear 
appropriate  from  either  a  rehabilitative  or  monetary  point  of  view.  Why  should 
the  American  taxpayer  be  put  to  the  expense  of  transporting  foreign  nationals 
to,  and  supporting  them  in  U.S.  prisons,  only  to  deport  them  after  they  have 
completed  short  sentences?  IMoreover.  chances  for  the  rehabilitation  of  such 
persons,  the  greater  majority  of  whom  are  Panamanians,  would  seem  to  be 
far  better  in  institutions  on  the  Isthmus  where  Spanish  is  spoken,  where  train- 
ing is  geared  to  produce  skills  usable  on  the  local  economy  and  where  visitation 
by  relatives  is  possible. 

Finally,  sincp  the  provision  would  require  that  persons  sentenced  after  Octo- 
ber 1  also  be  transferred  to  the  custody  of  the  Attorney  General,  it  probably 
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would  lead  to  closure  of  the  Penitentiary  soon  after  that  date.  That  result  is 
undesirable  both  because  it  will  mean  a  loss  of  jobs  for  those  employed  there 
and  because  the  facility  will  fall  into  disrepair  during  the  period  before  its 
scheduled  transfer  to  Panama  in  October  19S2. 

In  my  view,  a  more  realistic  approach  would  be  not  to  require  any  transfer 
of  prisoners  for  the  first  year  of  the  transition  period,  thereby  allowing  for  the 
attrition  of  the  approximately  30  prisoners  whose  sentences  are  served  by 
October  1980.  This  one  year  moratorium  during  which  the  penitentiary  would 
continue  operating  would  allow  us  to  relocate  prison  employees  and  to  plan 
properly  for  the  closing  down  of  that  facility.  As  of  October  19S0  any  prison- 
ers with  more  than  one  year  left  to  serve  would  be  transferred,  while  those  with 
less  could  be  phased  out  by  attrition,  commutation  of  sentences  or  through 
other  transitional  arrangements. 

Another  advantage  to  holding  in  abeyance  any  transfer  of  prisoners  for  a 
one  vear  period  is  that  the  Prisoner  Exchange  Agreement  between  the  United 
States  and  Panama  may  be  ratified  during  this  time.  If  it  is,  it  may  avoid  the 
expense  for  the  United  States  of  transferring  any  of  the  prisoners  at  all  to 
the  extent  that  they  elect,  under  the  terms  of  that  agreement,  to  serve  their 
sentences  in  Panama. 

CONCLUSION 

In  closing,  Mr.  Chairman,  I  would  like  to  urge  that,  for  the  reasons  I  have 
stated,  tlie  Committee  give  favorable  consideration  to  S.  1024  which  we  see  as 
providing  the  more  viable  financial  structure  to  the  agency  operating  the  Canal. 
I  would  also  like  to  reiterate  the  critical  importance  of  safeguarding  the  em- 
ployee provisions  during  these  final  stages  of  the  legislative  process.  ]Mr.  Chair- 
man, that  concludes  my  opening  statement.  I  wiU  now  attempt  to  answer  any 
questions  which  you  or  other  members  of  the  Committee  may  have. 

Senator  Levin.  You  mentioned  you  were  opposed  to  a  change  in  the 
form  and  gave  the  reasons  for  your  opposition.  Near  the  end  of  your 
testimony,  in  that  regard,  you  indicated  tliat  if  the  Congress  saw  fit 
to  change  an  agency  form,  despite  objections  such  as  yours,  that  you 
would  suggest  that  it  be  deferred.  I  think  you  used  the  word  in  your 
testimony  "deferred." 

Governor  Parfitt.  I  would  prefer  that  it  be  deferred  to  give  us  an 
opportunity  to  computerize  some  of  our  accounting  techniques ;  in  other 
words,  to  conform  the  accounting  procedures  which  would  be  required 
under  the  appropriation  process  v/ith  the  system  we  now  have. 

Senator  Levin.  If  the  decision  were  made  to  make  the  change,  how 
long  a  deferral  period  do  you  think  would  be  needed  in  order  that  this 
he  done  smoothly  ? 

Governor  Parfitt.  I  think  in  order  to  do  it  properly  we  would  need 
at  least  1  year,  and  this  is  conjecture  on  my  part,  without  having  made 
a  detailed  analysis.  We  can  and  will  accommodate  to  the  appropriation 
funding  process  by  October  1  if  so  mandated.  We  are  already  doing 
some  planning  in  that  regard.  It  will  not  be  as  efficient  an  accounting 
system  as  we  now  have,  however.  Most  will  have  to  be  manually  done. 

Senator  Levtx.  In  order  to  have  an  efficient  system,  if  we  did  switcli 
to  the  agency  form,  how  long  a  period  of  deferral  would  you  need  ?  Is 
1  year  your  answer  ? 

Crovemcr  Parfitt.  As  I  said,  I  think  we  would  need  at  least  1  year, 
and  at  that  particular  time  we  would  not  have  a  system  with  the  sophis- 
tication that  we  now  have,  with  accrual  accounting  computerized  as  for 
tiie  corporate  process. 

Senator  Levtn.  Are  there  an^T-  other  problems  in  terms  of  the  Octo- 
ber 1  (iRte,  of  a  change  from  one  form  to  another,  other  than  the 
accounting  systems  ? 

Governor  Parfitt.  One  change  that  bothers  me  very  much  is  the 
fact  that  we  have  to  transfer  to  Panama  on  October  1  quite  a  few 
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facilities.  In  those  instances,  where  facilities  and  the  function  therein 
traiisfer  to  Panama,  we  have  no  problem,  but  in  some  instances  the 
individuals  who  are  working  in  those  facilities  must  continue  to  work 
with  the  corporation  or  with  the  Commission. 

I  have  asked  as  early  as  last  September  for  authority  to  spend  some 
money  in  order  to  permit  relocation  of  those  individuals,  and  that 
authority  has  been  withheld  pending  deliberation  of  this  legislation. 

Senator  'LEv^N,  You  have  mentioned  that  under  the  House  bill,  H.R. 
Ill,  the  interest  payment  would  come  out  of  tolls,  and  you  have  com- 
puted the  increase  in  the  tolls  which  would  be  necessary  in  order  to 
incorporate  that  payment.  What  is  the  historic  relationship,  if  any, 
between  that  interest  payment  and  the  switch  from  the  agency  form 
to  the  corporate  form  back  in  1050? 

Governor  Parfitt.  When  the  tolls  were  originally  established,  there 
was  an  element  included  in  those  tolls  for  recovery  of  interest.  Since 
the  accounting  techniques  used  in  those  days  were  not  on  the  basis 
of  profit  and  loss,  there  is  no  way  we  can  determine  whether  in  fact 
interest  was  actually  earned.  There  was  no  accounting  to  determine 
that. 

In  1951,  we  went  into  a  business  type  activity.  It  was  determined 
that  we  should  positively  include  interest  and  assure  that  such  interest 
was  actually  earned,  and  the  new  accounting  technique  permitted 
us  to  do  that. 

Senator  Levin.  Was  it  just  the  change  in  accounting  techniques 
which  led  to  that  conclusion,  or  was  it  also  the  fact  that  there  w^as  a 
new  entity  being  created  to  which  assets  were  being  transferred  ? 

Governor  Parfitf.  I  think  the  concept  originally,  continuing 
through  1951,  was  that  we  would  in  fact  obtain  interest  payments 
through  the  toll-setting  process,  and  this  continued  that  and  formal- 
ized it  and  made  certain  that  we  would  in  fact  do  so. 

Senator  Levin.  The  change  of  the  accounting  system  simply  made 
that  possible,  but  that  was  not  the  reason? 

Governor  Parfitt.  No  ;  that  was  not  the  reason.  There  were  broader 
reasons  than  those.  The  shippers  were  concerned  about  whether  in 
fact  we  were  accounting  for  all  costs  properly  and  whether  certain 
costs  should  or  should  not  be  placed  in  the  tolls  base,  and  they  desired 
very  much  for  us  to  get  a  business  type  accoimting  s^-stem  so  that 
they  could  discern  and  we  could  discern  the  elements  of  costs  that 
were  going  into  the  tolls  and  whether  they  were  proper  or  not. 

Senator  Levin.  You  have  indicated  that  the  interest  payment  plus 
the  early  retirement  plan,  if  it  transferred  to  the  tolls,  would  result 
in  a  toll  increase  of  about  33.8  percent.  I  believe  the  House  bill  also 
provides  that  the  cost  of  living  allowance  be  transferred.  Am  I  wrong? 

Governor  Parfitt.  The  House  bill  does  include  a  cost  of  living 
allowance,  but  that  does  not  come  into  play  until  October,  1984,  fiscal 
year  1985. 

Senator  Levin.  If  that  were  in  effect  now,  instead  of  delayed  for 
5  years,  do  you  have  any  idea  what  increase  in  the  toll  would  result  to 
pay  for  that? 

Govei-nor  Parfitt.  You  would  need  another  4  to  5  percent,  because 
it  would  be  ai'ound  $10  million  to  $11  million  and  with  a  base  of  $220 
million,  roughly  4  to  5  percent  additional  increase. 

Senator  I^evin.  Could  you  give  us  a  report,  Governor  Parfitt,  on  the 
state  of  transition  planning  in  the  Canal  Zone?  For  instance,  are  the 
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Panamanians  going  to  be  ready  to  assume  important  jobs  sudi  as 
opei'ating  the  railroad  and  ports  by  October  1  ? 

Governor  Parfitt.  Planning  lias  been  very  detailed  and  in  general 
very  effective.  Panama  has  assigned  some  very  competent  people  to 
planning  committees  and  the  interface  with  us  has  been  generally 
smootli.  However,  I  must  say  that  in  recent  days  we  have  become 
concerned  about  some  problems  which  have  arisen.  We  h.ope  that 
within  the  next  week  or  so  we  can  resolve  those  problems.  The  prob- 
lems are  basicallj"  twofold,  one  concerning  the  reimbursement  for 
removable  property. 

We  have  calculated  there  is  about  $600,000  worth  of  removable 
property  which  by  the  terms  of  the  treaty  and  by  our  laws,  if  trans- 
ferred to  Panama,  must  be  on  a  reimbursable  basis.  There  is  some 
question  in  Panama's  mind  as  to  whether  they  would  agree  with  that 
and  whether  they  would  pay  that  $600,000. 

A  second  and  perhaps  more  important  problem  is  that  concerning 
the  personnel  who  will  not  be  available  in  the  functioriS  that  are 
transferred  to  Panama  on  October  1.  By  our  system  of  RTF  proce- 
dure, reduction-in-force  procedures,  the  railroad  and  the  terminal 
port,  facilities  will  not  be  fully  staifed  as  of  October  1.  They  will  not 
be  fully  staffed  because  of  those  who  choose  to  retire,  because  of  those 
who  choose  to  exercise  their  rights  to  transfer  to  the  Commission,  and 
those  who  choose  just  to  leave  and  go  on,  and  that  includes  Pana- 
manians as  well  as  U.S.  citizens. 

We  have  for  a  long  time  been  alerting  Panama  to  that  basic  prob- 
lem. We  have  felt  that  they  understood  it  and  that  they  were  gearing 
up  their  own  techniques  to  replace  people  and  to  provide  support 
functions  like  maintenance,  financial  support,  and  so  forth.  I  received 
a  letter  late  Friday  night  before  leaving  to  come  here  which  indicates 
that  Panama  may  in  fact  not  have  fully  appreciated  that. 

They  made  a  statement  to  the  effect  that  they  expected  those  facili- 
ties which  are  transferred  to  be  transferred  fully  staffed,  and  that 
certainly  will  not  be  the  case  under  the  best  of  circumstances.  The 
treaty  does,  however,  contemplate  that  we  will  help  Panama  to  the 
extent  that  we  can.  Our  ability  to  help  is  being  diluted  over  time.  It 
is  being  diluted,  one,  because  people  are  leaving.  We  have  not  had  the 
authority  nor  the  incentive  to  keep  people  for  functions  we  will  have 
no  more  responsibility  for. 

Second,  we  must,  particularly  under  the  appropriation  process,  have 
the  authority  for  additional  spaces,  even  if  we  are  able  to  attract 
people  to  stay.  So,  we  have  some  serious  problems  in  the  last  3  months 
to  overcome.' We  hope  we  can  do  that  in  the  next  few  ^yeeks.  In  gen- 
eral, the  cooperation  has  been  good,  and  we  are  working  closely  to 
resolve  these  problems. 

Senator  Levin.  Senator  Warner  ? 

Senator  Warner.  Governor,  this  morning  I  am  sure  you  observed 
the  testimony  concerning  the  anticipated  controversy  that  might  be 
addressed  before  that  time,  of  course,  in  the  Senate  in  consideration 
of  this  legislation,  but  certainly  during  the  conference  we  are  going 
to  have  to  address  this  corporate  form  versus  the  appropriated  fund 
altemative. 

I  have  read  through  your  testimony,  and  you  haA^e  clearly  expressed 
a  preference  for  the  corporate  side.  Xevertheless,  would  you  care  to 
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contribute  any  observations  as  to  bow  tbis  compromise  migbt  be 
acbieved  ? 

Governor  Parfttt.  Well,  I  think  that  a  partial  compromise  lias  been 
made  in  that  H.R.  Ill  did  provide  some  flexibility  and,  as  I  men- 
tioned before  you  came  in,  by  unanimous  resolution  of  the  House  on 
x'>iOnday,  yesterday  they  reinstated  the  emergency  fund  with  termi- 
nology that  permits  us  access  to  it.  That  was  very  important  from  my 
point  of  view  from  the  standpoint  of  flexibility.  It  is  not  as  good,  but 
I  would  have  to  say  it  can  work. 

I  certainly  prefer  the  corporate  form,  though,  for  the  many  reasons 
I  have  outlined  and  reasons  which  Mr.  Blmnenfeld  gave,  which  I 
think  are  substantial,  important,  reasonable,  and  rational. 

Senator  Warner.  You  have  no  further  suggestions  then  other  than 
your  testimony  and  your  comments  at  this  tune  ? 

Governor  Parfitt.  That  is  correct,  sir. 

Senator  Warxer.  ISIr.  Chairman,  I  would  like  to  put  some  questions 
in  the  record.  I  must  attend  another  hearing.  Thank  you  very  much. 

Senator  Le\t:n.  Without  objections,  those  questions  will  be  made  a 
part  of  the  record,  and  without  objection  the  questions  that  I  made 
reference  to  this  morning  will  also  be  made  a  part  of  the  record  at 
the  appropriate  place,  and  any  additional  questions  which  may  be 
submitted  by  any  members  of  the  committee. 

Senator  Levin.  We  now  have  a  roUcall  proceeding  in  the  Senate,  and 
we  must  recess  for  10  minutes.  We  will  come  back  at  2  p.m.  I  under- 
stand, Governor,  it  is  your  plan  to  stay  today  and  tomoiTow.  You  will 
be  here  tomorrow,  will  you  ? 

Governor  Parfitt.  Yes,  sir ;  I  will. 

Senator  Le\tn.  So  we  will  be  back  at  2  p.m. 

[Whereupon,  a  brief  recess  was  taken.] 

Senator  Levin.  We  are  back  in  session. 

Governor,  could  you  give  us  some  examples  in  concrete,  everyday 
terms  of  how  the  corporate  form  is  more  flexible  for  you  ? 

Governor  Parfitt.  Two  specific  ones  I  can  think  of  that  occur  quite 
often  are  situations  where  the  work  required  in  a  given  ^-ear  is  in  excess 
of  that  which  is  programed.  That  can  come  about  because  of  an  in- 
crease of  traffic  or  it  can  come  about  by  unexpected  maintenance 
projects. 

In  either  of  those  instances,  in  the  appropriated  fund  process,  the 
moneys  would  not  be  available  to  perform  the  work,  even  though  the 
workload  was  there,  and  one  would  have  to  wait  for  a  supplemental 
appropriation  process  to  get  the  funds  to  perform  the  work.  The 
prudent  thing  to  do,  of  course,  would  be  to  immediately  take  care  of 
the  remedial  vv^ork  and,  of  course,  to  provide  the  extra  force  necessary 
to  provide  for  the  increased  traffic. 

To  do  otherwise  would  be  to  either  provide  inadequate  service  or 
to  do  inadequate  maintenance.  The  result  in  those  cases  would  be  an 
artificial  profit,  because  the  revenues  would  be  received  from  the  in- 
creased traffic,  for  example,  and  in  the  extreme  such  profit  by  the 
system  we  are  going  into  under  the  treaty  would  flow  to  Panama  as 
a  contingency  payment. 

This  clearly  would  not  be  in  the  interest  of  the  operation  of  the 
Panama  Canal. 
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Senator  Levin.  We  previously  had  a  letter  from  you  with  an  attach- 
ment entitled  "Advantages  of  Corporate  Form.'"  The  letter  is  dated 
May  11,  1979,  addressed  to  me.  Without  objection,  we  will  make  that 
attachment  a  part  of  the  record. 

[The  material  referred  to  appears  on  p.  67.] 

Governor  Partitt.  ]^ilay  I  expand  one  comment  I  made  to  you 
previously  ? 

Senator  Levhst.  [Nods  affirmatively] . 

Governor  Parfitt.  In  discussing  it  with  my  colleagues,  they  seem 
to  feel  that  I  had  con^-eyed  in  answer  to  one  of  your  questions  that  I 
was  recommending  a  deferral  of  the  corporate  form  for  1  year  after 
which  I  thought  all  of  our  problems  would  be  solved  and  we  could  go  to 
the  appropriated  fund  concept.  I  did  not  think  I  had  conveyed  that 
impression.  I  was  tr^'ing  to  convey  that  given  a  year,  if  it  were  deter- 
mined to  go  to  the  appropriated  fund  process,  we  could  probably  do 
some  of  the  work  which  would  ease  one  of  our  problems,  that  is,  con- 
verting and  doing  the  technical  accounting,  but  I  did  not  mean  to  con- 
vey that  I  felt  that  given  1  year,  all  of  my  concerns  about  the  appro- 
priation process  would  no  longer  pertain.  They  in  fact  would. 

Senator  Levin.  Thank  you  for  that  clarification. 

What  additions  to  the  toll  base  do  you  think  you  are  going  to  be  able 
to  survive?  For  instance,  the  33.8-percent  increase  that  you  mentioned, 
if  we  add  the  interest  payment  and  the  early  retirement  benefits,  is  that 
an  increase  which  you  feel  you  can  live  with  ? 

Governor  Parfitt.  The  33.8  includes  it. 

Senator  Levin.  Yes. 

Governor  Parfitt.  Our  study  would  indicate  that  the  traffic  can 
absorb  such  an  increase. 

Senator  Levin.  Do  you  have  any  objection  to  that  portion  of  the 
House  bill  which  would  add  COLA  starting  in  1985  to  the  tolls  ? 

Governor  Parfitt.  No;  I  think  it  would  be  an  appropriate  cost  to 
include  in  the  toll  base. 

Senator  Levin.  Since  1951,  the  board  of  directors  of  the  company 
has  usually  consisted  of  private  citizens  with  business  experience,  ^iore 
recently,  the  board  has  been  made  up  of  cabinet  officers  from  various 
departments.  What  are  the  advantages  and  disadvantages  of  these  two 
approaches  ? 

Governor  Parfitt.  I  have  operated  at  the  canal  under  both  sets  of 
circumstances  and  have  found  that  both  have  been  adequate.  The 
advantage  to  the  private  business  sector  is  that  you  get  a  wider  range 
of  views  and  you  get  innovative  thinking  in  some  areas,  sometimes 
different  than  the  administration  team  concept. 

On  the  other  hand,  there  is  a  little  easier  job  to  get  unanimity  in 
decision  with  those  who  are  all  from  the  administration. 

The  point  was  also  made,  however,  that  it  is  difficult  to  get  indi- 
viduals to  attend  meetings.  I  would  have  to  say  that  in  my  experience 
the  attendance  has  in  fact  been  better  with  the  private  citizen  group, 
but  I  think  either  system  could  work  and  work  properly.  The  prefer- 
ence, in  my  judgment,  should  go  at  this  time  to  the  administration  team 
concept  because  of  the  importance  of  a  vote  in  the  interest  of  the 
United  States,  given  a  mixed  board  of  five  U.S.  citizens  and  four 
Panamanians. 

Senator  Levin.  Could  you  give  us  your  outlook  for  traffic  in  the  next 
few  years? 
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Governor  Parfitt,  It  is  very  difficult  to  project  traffic.  We  have  liacT 
recently  a  very  serious  erosion  of  traffic  in  the  years  1973  through  1976. 
We  are  just  coming  out  of  that  recession,  as  it  were,  and  the  first  4  or 
5  months  of  this  fiscal  year  have  been  exceptionally  good  months,  but 
the  last  2  months  have  been  very,  very  poor,  and  we  are  now  adjusting 
our  estimates  somewhat  downward  from  the  very  optimistic  estimate 
we  had  just  2  or  3  months  ago. 

We  are  looking  for  some  modest  increases  with  some  potential  for  a 
slight  recession  in  the  next  year  or  two.  One  big  concern  on  the  scene 
regarding  traffic  is  the  outcome  for  possibilities  for  shipment  of  North 
Slope  oil  elsewhere,  in  other  words,  decisions  to  swap  with  Japan  or 
some  other  system  to  handle  the  North  Slope  oil.  Were  that  to  happen, 
we  would  have  a  significant  reduction  in  our  traffic  through  the  Pan- 
ama Canal,  and  it  would  impact  severely  on  our  tolls,  and  require 
significant  increases  beyond  those  I  have  projected  for  you. 

Senator  Levin.  What  would  the  impact  be  ?  Could  you  put  a  per- 
centage on  it? 

Governor  Parfitt.  Yes,  I  made  a  calculation.  Given  all  the  same 
circumstances  we  used  to  arrive  at  the  19  percent  for  the  tolls  required 
under  H.K.  1716,  if  you  were  to  add  to  that  the  loss  of  North  Slope  oil, 
you  would  have  to  increase  tolls  an  additional  9.5  percent  or  the  toll 
increase  under  that  circumstance  would  be  28.6  percent.  Now,  doing 
the  same  for  Ji.H.  Ill,  the  increase  would  go  from  33.8  percent  to  44.9 
percent.  This  would  be  a  rather  serious  increase,  and  would  approach 
figures  we  would  be  very  concerned  about. 

Senator  Levix.  The  House-passed  bill  contains  more  elaborate  toll- 
setting  machinery  than  does  the  administration's  bill.  Is  the  House  bill 
a  workable  procedure  relative  to  toll  setting,  or  will  it  unduly  limit 
vour  flexibilitv? 

Governor  Parfitt.  I  think  it  is  a  workable  system.  I  think  it  is  a  bit 
more  restrictive  than  I  would  have  liked  to  have  seen,  but  I  don't  seri- 
ously question  it. 

Senator  Levix.  Can  you  outline  for  us  the  present  claim  situation 
and  the  changes  the  administration's  bill  makes  in  the  scope  of  the 
Company's  linbility  for  ship  accidents  ? 

Governor  Parfitt.  Currentlj^  we  are  an  insurer  of  ships  o-oing 
through  tlie  waterway  inside  tlie  locks,  unless  there  is  evidence  of  fault 
on  the  part  of  the  vessel.  Outside  the  locks  we  are  suable  and  we  pay 
the  cost  of  accidents  if  we  were  foimd  to  be  at  fault. 

In  the  case  of  the  PT.R.  Ill  bill,  it  retains  that  provision  for  ac- 
cidents in  the  locks,  but  outside  the  locks  our  liability  is  limited  to 
$120,000.  Any  payments  to  damaged  parties  beyond  that  would  have  to 
be  by  Act  of  Congress,  so  our  liability  is  reduced  under  H.E.  111. 

Senator  Levix.  Can  yon  give  us  a  history  of  claims  against  tlie 
Treasury  which  have  resulted  from  accidents  in  the  zone  that  wore 
caused  by  instrumentalities  of  the  United  States?  For  instance,  if  a 
Post  Office  tiiick  in  the  zone  injures  someone,  does  that  end  up  in  tlie 
court  of  clnims  or  whore?  Po  you  know?  Are  you  at  all  familiar  with 
claims  against  the  TTnited  States  arising  from  accidents  in  the  zono? 

Governor  Parfitt.  I  think  in  most  of  those  cases  they  are  handlod  in 
tho  di-^trict  court  and  resolved  at  that  level,  and  since  wo  are  liable  to 
suit.  T  think  in  a  lorritimate  claim  wo  would  pay,  and  it  would  not  be  a 
claim  against  the  U.S.  Government. 
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Senator  Levin.  It  would  be  a  claim  against  the  Company  ?  So  far, 
has  it  been  ? 

Governor  Parfitt.  In  the  main.  You  raise  a  question  with  specifics 
which  apply  to  the  Canal  Zone  Government,  which  is  a  governmental 
activity.  There  might  be  some  minor  changes  in  that  area,  but  since 
the  Panama  Canal  Company  pays  all  the  net  cost  of  the  Canal  Zone 
Government,  I  think  the  net  liability  rests  with  the  Panama  Canal 
Company. 

I  would  rather  give  you  a  full  answer  to  that  question  from  a  legal 
point  of  view,  from  my  legal  staff. 

Senator  Levin.  Could  you  give  us  a  list  for  the  record  of  the  claims 
which  have  been  paid  against  the  Canal  Zone  Government  over  the 
last  5  years  or  10  years  ? 

Governor  Parfitt.  Are  you  restricting  it  to  the  government  or  to 
the  Company  as  well  ? 

Senator  Levin.  To  the  £>-overnment. 

Governor  Parfitt.  Only  to  the  Canal  Zone  Government  ? 

Senator  Levin.  Which  in  turn  have  been  paid  by  the  Company,  if 
you  want,  but  I  am  interested  in  claims  against  the  government  in  this 
instance. 

Governor  Parfitt.  Just  the  government. 

Senator  Levin.  I  am  wondering  wltat  savings,  if  any.  there  is  going 
to  be  as  a  result  of  not  having  a  Canal  Zone  in  that  regard. 

Governor  Parfitt.  I  see. 

Senator  Levin.  There  may  be  some  savings  as  a  result  of  your  claims 
against  the  Canal  Zone  Government  which  were  in  turn  paid  by  the 
Company. 

Governor  Parfitt.  I  will  research  the  records  and  provide  that  for 
the  record. 

[The  information  follows :] 

CANAL  ZONE  GOVERNMENT,  CLAIMS  AND  LAWSUITS 


Fiscal 

year 

Personal 

injury  and 

property 

damage 

Employee 
death  and 
disability  - 
compensation 

Payroll  claims 

Other  law 

suits  and 

tort  claims 

Description 

Amount 

Total 

1969 

$416.02 

1,  878.  34 
1,898.24 

2,  958. 43 

$90,452.37 
111,461.82 

144,  074.  84 

145,  208.  28 

$90,  868.  39 

1970 

113,340.16 

1971 

145, 973.  08 

1972 

Backpay  suit  (Msehan) 

V^men's  tropical  differential 

$48,021.00  . 
1,  495,  356. 16  . 

Total 

1,544,387.16  . 
51,705.81  . 

1,692,553.87 

1973 

4, 130. 16 
10,  409.  24 

154,  445.  30 
174,685.11 

Women's  tropical  differential 

Police  night  differential 

Backpay  (Slowick) 

Women's  tropical  differential 

210,  282.  27 

1974 

Total 

9,  589,  32 

1,448.83 

12,091.47 

23,129.24  . 
9,121.52  . 
2,249.18 

208,223.77 

1975 

5,  332.  35 

5,  374.  80 

615.75 

2, 934. 42 

168,  976. 76 

192,260.25 

53,  828. 19 

217,162.60 

Women's  tropical  differential 

Women's  tropical  differential 

183,433.53 

1976....... 

$3,626.37 

203,510.60 
54,443.94 

quarter. 

Fair  Labor  Standards  Act  (FIsa): 

Fire  officers 



1977 

31,159.07 

1,421.98 
650.  94 

_-..33,241.99  . 

Claims  for  travel  while  in 
pav  status              

Total 

Women's  tropical  differential 

253.339.01 

28,  346.  82 

251,672.44 

Back  pay  (Slowick) 

FLSA  claims  for  travel  while  in 
pay  status 

1978 

1,  638.  55 
6,412.16 

Total 

8,050.71 

288,  069. 97 

Total. 

.64,  294.  57 

1,70^,227.95 

1,671,889.79 

3,  626.  37 

3,  444,  038. 69 
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Senator  Levin.  Regrettably,  \\-e  have  anotlier  rollcall.  I  am  going  to 
try  to  see  if  I  can  get  there  and  back  in  10  minutes,  so  we  will  recess 
now  until  2 :30. 

["Wliereupon,  a  brief  recess  was  taken.] 

Senator  Levin.  The  meeting  will  come  back  to  order.  I  am  cutting- 
down  the  time  a  little,  but  it  is  not  quite  10  minutes. 

Let's  see  if  Senator  Exon  or  Senator  Jepsen  have  any  questions  they 
want  to  address.  Senator  Exon  ? 

Senator  Exon.  Mr.  Chairman,  unfortunately,  I  had  to  miss  the 
opening  testimony,  and  I  do  not  know  which  questions  have  been  asked. 
But  if  I  could,  I  would  like  to  explore  a  little  bit  the  matter  of  the 
appropriations  route  as  opj)osed  to  the  Government  corporate  struc- 
ture. 

I  believe  the  witness  has  once  again  substantiated  what  we  heard 
this  morning,  that  generally  speaking  our  witnesses  have  favored  the 
corporate  route,  because  it  allows  a  corporation  to  make  the  decisions. 
The  point  has  been  made,  and  I  think  well  taken,  that  if  you  have  an 
increase  in  traffic  through  the  canal,  then  your  maintenance  is  going  to 
increase  and  you  can  raise  or  lower  the  tariffs  going  through  the  canal 
commensurate  with  what  the  expenses  were. 

Is  that  the  general  thrust  of  the  testimony  in  that  regard  ? 

Governor  Parfitt.  You  can  adjust  your  expenditures  to  take  care 
of  the  increased  traffic,  and  it  is  well  within  the  revenues  you  receive 
from  the  increased  traffic,  but  you  could  not  do  that  with  the  appro- 
priated fund  concept,  because  you  would  be  exceeding  your  appro- 
priations. 

Senator  Exon.  I  have  a  concern  that  if  we  continue  to  go  that  route, 
we  might  be  opening  up  and  giving  up  part  of  the  appropriations 
process,  giving  tax  money  away  to  a  Government  agency.  Do  I  under- 
stand that  if  we  would  agree  to  the  corporate  route — thkt  makes  sense 
from  the  standpoint  of  the  testimony  we  have  heard — would  that  mean 
that  under  no  set  of  circumstances  would  we  be  giving  away  appro- 
priations processes,  that  we  hold  very  dear,  for  the  operation  and 
expenses  of  the  Panama  Canal  ? 

Governor  Parfitt.  We  would  continue  to  do  as  we  do  now,  go 
through  the  appropriation  process,  and  Congress  has  the  opportunity 
to  provide  any  kind  of  controls  they  would  like,  and  they  do  provide 
controls  now  in  the  corporate  process. 

Senator  Exon.  Have  we  had  an  experience  of  ever  having  had  to 
face  a  deficit  where  the  Congress  has  been  requested  to  bring  up  mone_y 
because  the  expenditures  were  made  by  the  corporation  and  now  it  is 
incumbent  upon  us  to  raise  that  money  ?  Has  that  occurred  in  the  past  ? 

Governor  Parfitt.  We  have  had  losses  in  the  past,  but  in  each  case 
we  have  absorbed  those  losses  within  our  own  resources.  We  have  de- 
ferred payments  to  the  U.S.  Government  on  two  occasions,  but  made 
up  those  payments  in  the  following  2  years.  We  have  never  asked  the 
U.S.  Government  for  appropriations  to  make  up  losses.  We  have 
incurred  losses,  and  one  of  the  avenues  open  to  us  when  such  a  loss 
has  been  incurred  is  to  defer  payments  owed  the  U.S.  Government,  for 
example,  interest  payments. 

So,  in  fiscal  year  1976,  and  in  the  transition  quarter,  we  deferred 
interest  payments  we  owed  to  the  U.S.  Government,  but  in  1977  and. 


187 

1978  we  paid  those  back  plus  the  interest  we  owed  in  1977  and  1978 
to  make  the  U.S.  Government  whole. 

Senator  Exon.  Would  you  paraphrase,  if  you  could,  for  me  what 
the  arg-uments  are  by  those  who  are  insisting  that  we  go  away  from 
the  traditional  corporate  structure  back  to  the  appropriated  structure  ? 
If  3^ou  were  going;  to  argue  for  that  position,  what  arguments  would 
you  cite  which  are  being  advanced  in  that  regard  ? 

Governor  Parfitt.  I  l3elieve  the  fear  is,  the  money  we  need  to  operate 
the  corporation  will  be  misused,  that  whoever  it  is  who  is  running 
the  corporation  will  make  excess  expenditures  and  will  be  influenced 
by  others  to  do  so  to  accommodate  Panama  or  for  whatever  reason, 
and  that  only  belatedly  will  that  come  to  the  attention  of  Congress, 
and  in  that  fashion  we  will  find  ourselves  in  a  deficit.  That  is  the 
basic  argument  they  make,  plus  the  fact  that  an  administrator  in  1990 
would  be  Panamanian.  But  the  response  to  that,  in  my  judgment, 
would  be  that  each  year  the  U.S.  Government,  through  the  appro- 
priation hearings  in  the  Senate  and  the  House,  has  an  ample  oppor- 
tunity to  review  the  budgets,  to  discern  whether  that  in  fact  is  happen- 
ing, and  would  also  have  access  to  the  audits  of  GAO  which  are 
made  right  now  to  determine  whether  improper  payments  are  being 
made,  and  the  profit  and  loss  statements  will  show  clearly  if  things 
are  getting  out  of  hand. 

So,  I  think  the  controls  are  adequate  now,  but  there  is  that  latent 
fear  on  the  part  of  some  that  somehow  or  another  the  proper  scrutiny 
will  not  be  exercised  in  the  appropriation  process,  and  they  would  like 
to  go  back  to  an  appropriated  fund  concept  where  you  have  the 
scrutiny  of  two  committees  of  Congress,  the  authorization  process,  and 
the  appropriation  process. 

Senator  Exon.  Or  in  other  words,  the  Congress  would  have 
closer  oversight  of  the  operation  of  the  canal  under  the  appropriations 
process.  Is  that  it  ? 

Governor  Parfitt.  The  feeling  is  that  certainly  there  is  more  in- 
volvement of  Congress,  but  in  my  judg-ment  there  is  adequate  involve- 
ment and  control  under  the  corporation  system. 

Senator  Exon.  Thank  you,  Mr.  Chairman. 

Senator  Levin.  Senator  Warner  ? 

Senator  Warner.  In  such  hearings  as  you  describe,  the  only  lever- 
age Congress  would  have  would  be  in  additional  capital  funds  as 
opposed  to  operating  funds,  wouldn't  it  be,  or  am  I  mistaken  ? 

Governor  Parfitt.  Congress  does  now  specify  limits  on  what  they 
call  G.  &  A.,  general  and  administrative  costs  that  they  identify,  and 
those  funds  cannot  be  spent  beyond  that  level  prescribed  in  the  appro- 
priation. They  could,  if  they  wished  to,  extend  that.  They  also  put  addi- 
tional controls  on  capital  funds  you  can  expend  as  well. 

Senator  Warner.  But  there  is  some  flexibility  in  setting  ceilings 
on  the  G.  &  A.  ? 

Governor  Parfitt.  We  have  no  flexibility  in  that. 

Senator  Warner.  In  Congress  ? 

Governor  Parfitt.  The  Congress  can  and  does,  yes.  They  identify 
which  elements  of  cost  will  be  included  under  the  G.  &  A. 

Senator  Warner.  Thank  you,  Mr.  Chairman. 

Senator  Levin.  Senator  Jepsen  ? 


188 

Senator  Jepsen.  Yes,  Governor.  On  October  1,  the  railroad  and  the 
port  authorities  currently  operated  by  the  Canal  Company  go  over  to 
Panama.  Do  you  have  any  ball  park  estimate  on  the  annual  cost  to  the 
canal  for  the  services  we  will  now  have  to  buy  back  from  Panama? 

Governor  Pakfitt.  I  do  not,  sir.  We  are  assuming  that  whatever 
service  is  to  be  provided  by  Panama  will  come  to  us  at  commercial 
rates,  the  same  rates  at  which  they  are  provided  to  other  customers. 
"We  will  not  be  having  significant  services  performed  for  us  by  Panama. 
Perhaps  the  biggest  element  of  cost  would  be  that  provided  by  the 
railroad.  I  could  provide  for  the  record  some  estimate  of  what  we  are 
projecting  in  those  areas  if  you  would  like.  I  do  not  have  them  readily 
available  to  me  right  now. 

Senator  Jepsen.  Do  you  have  any  idea  whether  they  would  be  within 
5  or  10  percent  of  the  current  costs  'i  Do  you  think  they  will  be  greater  ? 

Governor  Parfitt.  I  suspect  it  would  be  more  than  that.  Right  now 
we  charge  ourselves  actual  costs.  Commercial  rates  are  substantially 
higher  than  cost  rates. 

Senator  Jepsen.  Governor,  how  does  the  inclusion  of  early  retire- 
ment and  interest  payments  in  the  toll  base  impact  on  expected  toll 
levels?   Can  you  comment  on  that? 

Governor  Parfitt.  Yes.  The  early  retirement  costs  are  estimated  at 
$16.7  million.  That  equates  to  about  7.6  percent  additional  tolls  re- 
quired. In  the  case  of  interest,  we  now  estimate  that  in  1980  the  interest 
payments  would  be  $18.2  million  under  the  terms  of  H.R.  111. 

The  resultant  increase  in  tolls  would  be  for  that  element  about  8.2 
jpercent. 

Senator  Jepsex.  Governor,  in  view  of  your  testimony  last  year  and 
the  passage  by  the  House  of  this  H.R.  Ill,  is  it  now  your  opinion  that 
the  Panama  Canal  operation  would  not  be  self-sustaining  after  the 
first  few  years?  I  believe  you  indicated  you  felt  that  last  year. 

Governor  Parfitt.  I  said  I  could  not  rule  out  the  possibility  it  would 
not  be  self-sustaining  in  the  out  years,  and  that  was  based  upon  in- 
ability to  project  traffic  growth  and  inflation  growth,  so  that  one  would 
have  to  always  concede  that  in  years  ahead,  if  traffic  were  low  and  if 
inflation  rates  remained  high,  it  might  be  possible  that  tolls  would 
exceed  that  which  you  could  pass  on  to  the  shippers,  and  in  that  in- 
stance the  U.S.  Government  would  have  to  pick  up  the  difference.  It 
is  speculative.  The  percentage  rates  we  are  talking  about  right  now  we 
feel  can  be  absorbed.  Any  major  erosion  in  traffic  could  put  us  into  a 
dangerous  area  wherein  tolls  might  not  be  able  to  be  passed  on  to  the 
shipper. 

Senator  Jepsex.  "\'\niat  do  you  feol  would  be  the  maximiun  rate  of 
inflation  over  the  next  10  years  you  feel  the  canal  could  absorb  in  order 
to  remain  self-sustaining? 

Governor  Parfitt.  It  seems  to  me  that,  and  this  is  my  broad,  general 
estimate,  if  inflation  rates  exceed  the  traffic  growth  by  more  than  5 
percent  per  year,  we  will  be  in  trouble.  For  instance,  the  reason  whv 
the  Panama  Canal  has  been  able  to  operate  so  long  with  fixed  rates  of 
tolls  has  been  that  traffic  groAvth  has  been  at  a  rate  in  excess  of  inflation. 

AAHien  you  get  into  a  cii'cumstance  where  inflation  rates  are  higher 
than  traffic  growth  rates,  you  have  to  increase  your  tolls. 

"We  know  that  today  if  we  increase  tolls  more  than  40  or  50  percent, 
we  are  in  trouble.  There  is  a  potential  for  diminishing  returns.  So 
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what  I  have  said  is  that  over  time  if  you  had  a  situation  evolve  where 
on  an  annual  basis  your  inflation  rates  were  outstripping  traffic  growth 
by,  say,  5  percent  per  year,  to  require  that  to  be  thrown  into  toll  re- 
quirements might  turn  out  to  be  excessive.  It  is  a  simplistic  answer, 
because  one  must  compare  the  cost  of  tolls  against  alternatives.  If  the 
alternatives,  the  shipment  across  the  United  States  by  rail  and  so 
forth,  are  moving  at  the  same  rate  of  inflation,  you  might  still  be  com- 
petitive, so  it  is  hard  to  sit  here  and  conjecture  at  what  specific  point 
in  time  you  would  reach  a  situation  where  you  could  not  raise  the 
tolls  and  you  would  have  higher  costs  which  would  have  to  be  passed 
on  to  the  U.S.  Government. 

Our  best  judgment  at  this  particular  time  is  that  it  looks  favorable 
with  the  kind  of  rates  we  are  looking  at  right  now.  In  the  future,  if 
you  have  high  inflation  rates  and  low  traffic,  it  might  be  necessary  to 
subsidize  the  Panama  Canal. 

Senator  Jepson.  This  is  a  very  general  catchall  question.  We  will 
hear  more  about  the  stability  of  the  history  of  the  people,  the  political 
stability  of  tlie  countiy  from  the  next  person  to  testify,  I  guess. 

In  your  opinion  as  Governor  now,  in  your  experience,  would  you 
comment  on  generally  the  stability  of  the  Government  in  Panama  and 
the  morale  and  the  direction  of  the  people  compared  to  their  neigh- 
bors, or  in  any  comparison  you  want  to  make?  How  are  we  going  to 
do  now  that  these  treaties  are  signed  and  we  are  implementing  these? 
What  is  going  to  happen  ? 

Governor  Parfitt.  Well,  I  would  say  that  the  relationships  on  an 
individual  basis  between  the  Panamanian  and  the  American  has  been 
basically  a  good  one. 

Senator  Jepson.  Basically  a  what? 

Governor  Parfitt.  A  good  one.  That  is,  throughout  the  history  of 
the  Panama  Canal. 

Senator  Jepson.  Has  it  been  better  since  the  treaties  were  signed? 

Governor  Parfitt.  I  would  not  characterize  it  as  being  better  or 
worse.  I  think  the  situation  had  been  eroding  in  the  last  8  to  10  years, 
during  a  period  of  discussion  of  the  treaties.  It  was  eroding,  in  my 
judgment,  because  of  the  political  circumstances  and  the  fact  that  the 
Government  of  Panama  chose  to  apply  pressure  to  the  situation,  and 
that  pressure  was  applied  through  the  education  of  people  to  change 
their  attitudes. 

So,  I  saw  in  my  period  of  time  an  erosion  in  that  relationship,  but 
most  of  it  stems  from  governmental  involvement.  It  would  be  our 
hope  now  that  the  treaty  has  been  settled  that  Government  pressures 
in  this  direction  would  abate.  They  seem  to  have,  as  a  matter  of  fact, 
and  the  basic  good  relationship  that  exists  between  peoples  would  be 
reestablished  and  strengthened. 

Senator  Jepsen.  Thank  you.  I  have  one  quick  general  question  which 
I  asked  this  morning.  To  your  knowled,ge  as  Governor,  are  there  any 
new  preparations,  arrangements,  buildings  or  anything  going  on  in 
regard  to  establishing  offices  for  extra  personnel  or  people  either  from 
Cuba  or  Russia  in  Panama? 

Governor  Parfitt.  Not  to  my  knowledge,  sir.  I  have  no  Itnowledge 
about  that. 

Senator  Jepsen.  Is  there  a  staff  of  an  embassy  from  Cuba  or  Russia 
down  there  now  ? 

48-366—79 13 
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Governor  Parfitt.  There  is  an  embassy.  I  am  told  it  is  a  ratlier 
larffe  one,  but  I  would  defer  to  State  Department  officials. 

Senator  Jepsen.  There  is  an  embassy  and  you  say  it  is  rather  large? 

Governor  Parfitt.  That  is  my  understanding. 

Senator  Jepsex.  How  about  Cuba  ? 

Governor  Parfitt.  I  was  referrii\g  to  Cuba.  I  thought  your  ques- 
tion was  about  Cuba.  To  my  Imowledge,  there  is  no  Russian  embassy. 

Senator  Jepsen.  No  Prussian  embassy  ? 

Governor  Parfitt.  No.  I  am  soriy.  ^My  answer  is  related  solely  to 

Cuba.  .  11- 

Senator  Jepsex.  Cuba  does  have  one,  as  I  understand  it,  and  that  is 

fairly  large? 

Governor  Parfitt.  That  is  correct,  sir. 

Senator  Jepsen.  And  Russia  does  not  ? 

Governor  Parfitt.  To  my  knowledge,  Russia  does  not. 

Senator  Jepsen.  And  there  have  not  been  any  new  plans  to  estab- 
lish either  Embassias  or  buildings,  specific  projects  going  on  that 
Russia  is  involved  in? 

Governor  Parfitt.  I  have  no  knowledge  of  that.  There  may  be. 
I  have  heard  of  some  visitations  from  Russians,  but  I  have  no  specific 
information. 

Senator  Exon.  Mr.  Chairman  ? 

Senator  Levin.  Senator  Exon  ? 

Senator  Exon.  Governor,  were  you  in  attendance  this  morning 
when  Secretary  Dimcan  testified  ? 

Governor  Pap^itt.  Yes,  sir ;  I  was. 

Senator  Exon.  You  then  heard  our  general  questioning.  He  testi- 
fied there  are  some  30,000  American  civilian  and  military  personnel 
in  Panama  today.  What  percentage  of  those  30,000  Americans  are 
military  ? 

Governor  Parfitt.  About  23,000  out  of  about  38.000  residents  of  the 
Canal  Zone  are  military  or  militarv  dependents  or  employees. 

Senator  Exon.  So  a  high  percentage  are  military  ? 

Governor  Parfitt.  Yes,  sir. 

Senator  Exon.  In  his  testimony,  he  pointed  out  that  military  per- 
sonnel come  and  go  on  about  a  4-year  basis.  I  am  sure  you  share  his 
concern  for  the  nonmilitary  personnel  who  went  there.  He  said  the 
U.S.  canal  work  force,  on  the  other  hand,  arrived  in  Panpmn  under 
an  established  set  of  <?round  rules  with  the  understanding  of  a 
lifetime  carper,  and  I  think  it  is  safe  to  assume  that  those  are  the  people 
we  are  talking  about  under  these  projected  costs  for  early  retirement, 
where  the  administration  projected  those  at  $150  million  1  year  ago 
and  13  months  later  that  has  gone  up  to  $205  million. 

In  your  opinion,  and  I  am  certain  you  have  intimate  knowledge  of 
basically  the  peo]:>le  who  are  there,  could  not  the  substantial  number 
of  those  people  who  are  presently  employed  there,  regardless  of  their 
categories  or  specialties,  be  relocated  into  other  types  of  jobs  so  that 
we  might  not  have  to  put  out  that  kind  of  money  for  early  retirement? 

Governor  Parfitt.  First  let  me  say.  early  retirement  encompasses 
the  ejitire  work  force,  which  is  primarily  Panamanian.  The  Pana- 
manians are  involved  as  well  in  the  early  retirement  program  out  of 
equity.  We  are  talking  only  about,  from  the  point  of  view  of  the 


191 

Pcanama  Canal  Company  and  the  Canal  Zone  Government,  3,800 
American  employees,  and  as  one  of  the  previous  witnesses  testified  to, 
we  would  like  to  have  those  people  in  the  main  stay  on  to  provide  the 
skills  that  are  needed  for  this  transitional  period,  and  the  early  retire- 
ment program  has  aspects  of  a  continuing  nature  to  encourage  people 
to  stay  on. 

I  could  explain  that  further.  The  situation  which  is  evolving  is  such 
that  under  normal  circumstances,  an  organization  would  deem  it  to  be 
an  adverse  action  or  a  RIF  situation.  People  would  normally  be  en- 
titled to  retirement  under  certain  prescribed  limitations,  in  other 
words,  50  years  of  age  and  20  years  of  service.  The  proposal  before  us 
is  to  liberalize  that  somewhat,  48  and  18,  so  it  is  not  greatly  liberalized 
from  what  it  would  normally  be,  and  to  extend  it  throughout  the  entire 
life  of  the  treaty.  That  is  the  attractive  portion  to  me  as  an  oj)erator, 
to  extend  it  so  that  people  will  not  be  forced  to  exercise  the  right  they 
have  of  early  retirement  at  the  outset,  but  could  continue  on. 

So,  I  would  hate  to  see  anything  to  encourage  them  to  go  out.  I  would 
like  to  encourage  them  to  say  on. 

Senator  Exon.  Let's  go  into  the  people  from  Panama.  I  was  referring 
to  his  statement  here  where  he  says : 

Furthermore,  that  is  to  say  that  they  are  there  for  some  3  or  4  years  with  the 
military.  Furthermore,  they  have  no  choice  iu  going  there.  The  U.S.  Canal  work 
force,  on  the  other  hand,  arrived  in  Panama  under  an  established  set  of  ground 
rules. 

I  would  assume  that  for  at  least  that  part  of  his  testimony  he  does 
not  refer  to 

Governor  Parfitt.  At  that  moment  he  was  referring,  I  am  sure,  to 
the  American  component  of  that  total  force.  That  is  correct,  sir,  but 
I  explained  that  the  early  retirement  applies  as  well  to  Panamanians 
and  therefore  the  costs  include  the  Panamanians  as  well  as  the  Ameri- 
can citizens. 

Senator  Exox.  As  we  move  to  turning  this  canal  over  to  Panama, 
it  is  therefore  assumed  that  even  the  citizens  of  Panama  who  are 
working  tliere  under  tlie  present  structure  will  not  be  working  there 
after  Panama  takes  over. 

_  Governor  Parfht'.  They  no  doubt  will  be,  but  the  idea  was  at  the 
time  to  afford  nondiscriminatory  privileges,  and  they  provided  early 
retirement  to  both  non-U.S.  and  U.S.  citizens.  It  merely  means  they 
could  retire  earlier  than  they  otherwise  would.  The  "likelihood  is, 
they  will  stay  on  and  continue  to  work  rather  than  retire,  but  they 
will  have  eai'ly  retirement  available  to  them  as  well  as  the  American 
citizens. 

Senator  Exox.  You  are  not  suggesting  that  we  are  going  to  be 
appropriating  taxpayers'  money  for  early  retirement  for  citizens  of 
Panama  who  live  in  Panama  and  have  the  option  of  continuing  to 
work  there  even  after  the  year  2000?  Are  we  going  to  compensate 
them  because  we  are  pulling  out? 

Governor  Parfitt.  Not  those  who  stay  after,  sir,  but  those  wlio 
would  choose  to  retire  before  the  year  2000  would  be  afforded  retire- 
ment benefits  as  they  are  now.  For  instance,  those  who  retire  now 
from  t]ie  work  force  who  are  Panamanians  are  entitled  to  the  U.S. 
retirement  system,  and  the  system  proposed  by  the  treaty  and  by  the 
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legislation  would  afford  a  little  more  liberalized  calculation  of  and 
entitlement  to  that  retirement. 

Senator  Exon.  Do  revenues  from  the  canal  go  to  any  extent  to  this 
early  retirement  program? 

Governor  Pariitt.  We  contribute  into  the  retirement  fund  right 
now  for  all  of  our  employees.  The  employee  contributes  as  well  into 
the  retirement  fund.  When  they  retire,  they  are  paid  from  that  fund. 
It  is  a  civil  service  retirement  fund.  In  terms  of  the  extra  cost  of  the 
liberalized  criteria,  there  will  be  no  cost  or  no  additional  payments 
by  the  Commission  under  the  administration's  bill,  but  uncler  Mr. 
■Nlurphy's  bill,  all  such  payments  Vv^ould  come  by  increasing  the  tolls 
to  generate  such  money  and  to  pay  it  to  the  retirement  fund. 

Senator  Exon.  But  someone  who  has  lived  in  Panama  all  his  life 
and  is  a  citizen  of  Panama,  but  who  has  come  to  work  for  our 
management  would  be  entitled  under  the  present  scheme  to  early 
retirement  benefits  even  though  they  have  the  option  of  continuing 
under  the  new  management? 

Governor  Parfitt.  That  is  correct,  sir. 

Senator  Exon.  Is  that  written  into  the  treaty  as  approved  by  the 
U.S.  Senate,  or  is  that  just  a  decision  that  has  been  made? 

Governor  Parfitt.  The  entitlement  to  a  major  RIF  situation  for 
a  prolonged  period  is  written  into  the  treaty.  The  treaty  further 
states  that  legislation  will  be  sought  to  lil^eralize  the  calculation  of 
and  eligibility  for  retirement. 

Senator  Levust.  If  I  could  pursue  that  for  a  moment,  there  is  also 
a  clause  in  the  treatv  which  prohibits  discrimination  between 
Panamanian  and  U.S.  citizens.  Is  that  not  correct? 

Governor  Parfitt,  The  whole  concept  has  been  for  many  years  to 
provide  nondiscriminatory  treatment,  prior  treaties  and  this  treaty. 

Senator  Levin.  But  this  treaty  specifically  prohibits  discrimination 
between  Panamanian  and  U.S.  citizens. 

Governor  Parfitt.  That  is  correct. 

Senator  Levin.  So  if  you  give  an  early  retirement  benefit  to  your 
U.S.  citizen  employees,  you  must  give  the  same  benefit  to  your  Pana- 
manian employees  under  the  terms  of  the  treaty. 

Governor  Parfitt.  As  I  see  it,  yes,  sir. 

Senator  Exon.  Do  you  mean  that  we  knowingly  wrote  that  in  ? 

Senator  Levin.  The  nondiscrimination  clause  between  their 
employees  was  written  in  very  clearly  in  negotiations.  The  prohibition 
against  dis'-rimination  betvTen  Panamanians  and  Americans  was 
very  clear  in  the  treaty  and  in  negotiations.  They  have  never  discrim- 
inated l^etween  their  employees  in  this  regard.  Am  I  correct  on  that? 

Governor  Parfitt.  Well,  there  have  been  some  claims  of  discrim- 
i]iation  and  various  treaties  have  attempted  to  rectify  that.  Prior 
treaties  ]3oint  out  the  specific  differences  that  can  exist  and  still  be 
nondiscriminatory.  For  example,  we  do  have  a  difference  in  that 
U.S.  employees  are  paid  a  tropical  differential,  while  the  Panamanian 
emploveos  are  not.  but  this  is  cleai'ly  spelled  out  in  the  prior  treaty, 
that  this  is  not  considered  to  be  discriminatory. 

Senator  Le\t[n.  If  that  tropical  differential  were  paid  to  a  Pana- 
manian who  came  to  the  Ignited  States  and  who  was  recruited  in  the 
T"'^nited  States  and  then  went  down  to  Panama,  ihoy  Avould  get  the 
same  trojjical  differential,  would  they  not? 
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Governor  Parfitt.  Tliey  would  now,  under  the  terms  of  the  new 
treaty. 

■'Senator  Levin.  Wasn't  that  also  true  under  the  terms  of  the  old 
treaty? 

Governor  Parfitt.  I  don't  believe  so.  I  believe  it  was  on  a  citizen- 
ship basis.  I  wouldlike  to  review  that  and  supply  the  ans^yer  for  the 
record,  but  I  believe  it  was  specifically  based  on  citizenship,  but  the 
new  treaty  makes  it  specifically  based  on  the  source  of  recruitment. 

Senator  Levin.  Has  it  been  the  policy  of  the  company  to  avoid 
discrimination  between  Panamanian  employees  and  U.S.  employees? 

Governor  Parfii^.  Very  definitely. 

Senator  Levin.  Has  that  been  true  of  the  retirement  benefit? 

Governor  Parfitt.  That  is  correct. 

Senator  Levin.  And  you  are  continuing  this  same  absence  of 
discrimination  in  this  bill.  Is  that  not  true? 

Governor  Parfitt.  That  is  correct. 

Senator  Levin.  What  you  are  doing  is,  you  are  liberalizing  the 
retirement  benefits  somewhat  and  giving  an  early  retirement  benefit 
but  retaining  the  nondiscriminatory  aspects.  Is  that  correct? 

Governor  Parfitt.  That  is  correct.  There  may  be  some  confusion 
on  a  point.  My  colleague  is  noting  that  this  would  not  apply  to  new 
employees  after  October  1.  What  we  are  talking  about  is  early  retire- 
ment for  employees  who  are  already  on  the  rolls.  In  case  there  are  any 
doubts  about  that,  the  new  employees,  whether  American  or  Pana- 
manian, would  not  be  entitled  to  early  retirement  that  is  only  for  the 
grandfatliered  employees. 

Senator  Exon.  And  the  grandfather  clause  took  over  when?  The 
date  the  treaty  was  approved  by  the  U.S.  Senate  ? 

Governor  Parfitt.  Those  who  were  serving  wdth  the  Panama  Canal 
Company  or  Canal  Zone  Government  prior  to  the  effective  date  of 
the  treaty  would  be  afforded  this.  Employees  subsequently  hired  would 
not  be. 

Senator  Levin.  Under  the  Murphy  bill,  the  cost  of  the  early  retire- 
ment benefit  will  come  out  of  the  tolls  and  not  out  of  the  U.S.  Treasury. 
Is  that  correct  ? 

Governor  Parfitt.  That  is  correct. 

Senator  Levin.  You  lay  great  emphasis  on  the  employee  benefits  in 
the  two  bills  in  terms  of  morale.  Two  items  which  are  not  contained  in 
the  administration's  bill  are  the  application  of  the  Fair  Labor  Stand- 
ards Act  and  the  application  of  title  VII  of  the  Civil  Service  Reform 
Act.  Do  you  believe  that  those  two  pieces  of  legislation  should  be  fully 
applied  to  the  Commission  in  the  future  ? 

Governor  Parfitt.  I  do  not  believe  that  management  should  be 
handicapped  by  having  it  prescribed  that  new  employees  manditorily 
be  afforded  the  minimum  wage  which  is  paid  in  the  United  States. 

Senator  Levin.  That  requirement  is  in  the  INIurphy  bill  ? 

Governor  Parfitt.  That  requirement  is  now  in  the  Murphy  bill. 

Senator  Levin.  Title  VII  ? 

Governor  Parfitt.  Title  VII.  I  prefer  the  provision  in  the  admin- 
istration bill  which  retains  the  essential  features,  the  major  features 
of  title  VII,  and  adjusts  title  VII  to  conform  to  the  peculiar  charac- 
teristics of  the  local  scene. 
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Senator  Levin.  "Would  it  be  adjusted  to  apply  to  botli  American 
and  Panamanian  employees  ? 
Governor  Parfitt.  It  would. 

Senator  Levin.  Is  the  same  thing  true  with  whatever  wage  policy 
you  adopted  even  if  you  didn't  have  to  adopt  fair  labor  standards? 

Governor  Parfitt.  It  would  seem  to  me  the  Commission  would  be 
under  the  same  guidelines  of  nondiscrimination,  so  whatever  policy 
would  be  established  would  be  nondiscriminatory.  It  vrould  have 
to  be  nondiscri]ninatory.  I  might  say  in  that  regard,  Mr.  Chairman, 
that  I  would  like  to  explain  the  distinctions  of  how  this  might  be  done. 
If  Ave  hire  locally,  whether  it  be  L^nited  States  or  non-United  States, 
we  Vvould  pay  the  same  wage.  If  we  hire  from  external  sources,  from 
the  LTnited  States,  for  example,  for  a  special  skill,  and  we  also  hired 
for  that  same  skill  in  Panama,  we  would  pay  them  the  higher  wages 
of  those  who  were  recruited  in  the  United  States  so  as  not  to  be  non- 
discriminatory. 

Senator  Levin.  There  is  now  just  over  3  months  left  until  treaty  day, 
and  regardless  of  what  ends  up  in  this  legislation,  the  transition  from 
company  to  commission  or  company  to  agency  involves  significant 
changes  in  your  operation.  Can  you  tell  us  if  the  problems  are  magni- 
fied as  the  time  for  implementation  is  telescoped  ? 

Governor  Parfitt.  Yes,  time  is  of  the  essence  for  several  reasons. 
One.  from  the  standpoint  of  the  employees,  it  is  extremely  difficult  to 
have  the  employees  motivated  to  do  a  good  job  between  now  and  Oc- 
tober ] ,  when  they  are  uncertain  as  to  what  their  future  will  be  at  that 
point  in  time. 

The  very  operation  of  the  canal  is  jeopardized  because  of  employee 
uncertainty.  So  we  need  to  put  that  to  rest  immediately. 

I  would  hope  a  clear  signal  could  be  given  the  employees  as  soon  as 
possible  as  to  what  the  terms  will  be  for  them. 

From  the  standpoint  of  management,  we  are  going  through  some 
very  difficult  times  right  now,  because  we  do  not  know  all  of  the  rules 
concerning  our  budget  process.  "We  have  no  idea  yet  what  our  budget 
will  be  in  1980.  W^e  are  not  quite  sure  what  the  procedure  for  develop- 
ment of  the  budget  will  be.  W^e  don't  know  what  our  tolls  will  be.  be- 
cause the  rules  have  not  been  established  for  the  game,  so  as  a  conse- 
quence we  in  management  are  making  iterations  of  everything  we  do. 
We  are  making  multiple  Inidgets  under  multinle  assumptions.  W^e  are 
making  multiple  toll  proposals  under  multiple  assumptions. 

So.  it  is  a  very  difficult  time  because  of  all  of  the  problems  of  transi- 
tion, including  planning  with  Panama.  W^c  are  required  to  go  through 
this  kind  of  exercise,  which  is  in  fact  very  demoralizing,  so  we  need 
urgently  a  resolution  of  this  situation. 

Senator  Levin.  One  of  tlie  provisions  of  the  House  l^ill  requires  that 
the  implementation  costs  such  as,  say,  De]:)artment  of  Defense  costs,  be 
reimbursed  to  us  from  tlie  tolls  before  that  contingency  payment  could 
be  made  to  Panama.  Is  it  possible  in  your  toll  structure  to  reimburse 
us,  for  instance,  for  the  DOD  costs  ? 

Governor  Parfttt.  It  could  be  done,  but  as  I  understand  it,  this  is 
not  consistent  with  the  spirit  of  the  treaties  and  what  was  considered 
to  bo  accomplished  during  the  time  of  the  negotiation. 

Senator  Lea^n.  I  think  that  testimony  came  up  this  morning  as  to 
whetlier  or  not  it  was  consistent  with  the  treaty,  and  I  am  interested  in 
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the  operation.  Could  you  increase  your  total  base  for  those  costs  in  op- 
eration ? 

Governor  PARrrrr.  I  don't  think  the  idea  I  heard  was  to  increase  the 
tolls  to  do  that,  but  rather  to  make  such  payments  as  a  priority,  if 
funds  are  generated,  before  paying  Panama  a  contingency  payment. 
This  could  be  done.  As  I  read  it,  the  amendment  in  H.R.  Ill,  this  ele- 
ment AYOuld  not  be  included  in  tolls,  but  would  have  a  prior  claim  to 
any  resources  you  have  before  paying  the  contingency  payment  to 
Panama,  and  of  course  this  could  be  done. 

Senator  Levin.  I  think  you  are  correct  in  that,  but  let  me  rephrase 
my  question  somewhat.  Could  the  tolls  be  increased  sufficiently,  put- 
ting aside  the  contingency  payment  now  to  Panama  to  reimburse  the 
United  States  for  the  DOD  costs,  for  instance?  You  used  a  30-percent 
figure  at  one  time  for  what  you  thought  the  toll  base  could  stand.  You 
used  a  40-percent  figTire  as  being  something  you  thought  might  be  get- 
ting dangerous  at  another  point. 

I  am  wondering  if  the  cost  somehow  could  be  reimbursed  to  the 
Treasury  of  DOD  expenditures,  whether  or  not  that  is  too  big  a  burden 
on  the  toll  base. 

Governor  Parfitt.  I  certainly  don't  believe  it  would  be  at  all  possible 
to  include  such  an  increase  to  the  percentage  we  construct  for  H.II.  111. 
It  would  be  potentially  possible  to  include  them  to  H.K.  1716.  We  are 
talking,  and  I  have  just  made  a  calculation  here,  of  about  $40  million 
per  year.  That  means  about  20  percent  in  additional  tolls.  So  that  would 
push  your  current  toll  projections  for  H.E.  1716  up  to  39  percent.  You 
are  getting  up  to  a  very  dangerous  level,  but  it  is  theoretically  possible. 

Senator  Levin.  Back  to  title  VII  for  a  moment,  do  either  of  you  have 
questions  ? 

Senator  Exon.  Not  now. 

Senator  Levin.  Does  title  VII  now  apply  to  the  Panama  Canal 
employees? 

Governor  Parfitt.  It  does  technically,  but  as  I  think  it  was  ex- 
plained earlier  this  morning,  in  actuality  the  provisions  have  not  been 
implemented. 

Senator  Levin.  Does  title  VII  now  cover  the  Panamanian  employees 
theoretically  ? 

Governor  Parfitt.  There  is  some  confusion.  My  understanding  is, 
it  does  or  it  would  up  until  October  1.  With  no  legislation,  it  would  not: 
at  that  time. 

Senator  Lem:n.  "Wliy  do  U.S.  employees  in  Panama  need  a  cost  of 
living  allowance  in  addition  to  their  recruitment  differential  ? 

Governor  Parfitt.  It  is  a  question  of  equity.  About  half  of  our  U.S. 
force  will  be  transferred  to  the  Department  of  Defense  and  will  enjoy 
for  the  rest  of  the  period  the  benefits  that  military  employees  obtain, 
which  is  acces  to  their  commissaries,  PX  facilities,  and  so  forth,  and 
these  are  at  considerably  less  cost  than  that  which  would  be  available 
to  the  other  employees  who  would  have  to  after  5  years  go  into  Panama 
at  significantly  higher  cost  and  inconvenience  to  acquire  the  same 
products. 

Senator  Levin.  The  cost  of  living  allowance  in  the  Murphy  bill  is 
estimated  at  $154  million  plus.  Is  that  a  figure  you  concur  in? 

Governor  Parfitt.  I  have  no  familiarity  with  that  figure.  The  only 
figure  I  have  any  familiarity  with  at  all  is  a  very  quick  and  broad 
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estimate  made  to  determine  in  1984,  the  first  year  in  wliich  the  COLA 
would  become  applicable,  to  determine  what  that  cost  would  be.  We 
projected  it  would  be  $10.7  million. 

Senator  Levin.  That  is  per  year  ? 

Governor  Parfitt.  That  was  for  U.S.  employees. 

Senator  Levin.  Per  year  ? 

Governor  Parfitt.  Per  year.  It  was  for  that  year.  It  was  based  upon 
an  assumption  that  the  same  differential  that  existed  between  PX 
costs  and  costs  in  the  Panamanian  economy  would  obtain  in  1984  as 
they  do  now.  It  was  also  based  on  a  rough  estimate  of  the  number  of 
U.S.  citizens  who  would  be  aboard  at  that  time.  So  it  is  a  very  ques- 
tionable figure,  a  very  general,  broad  range  estimate  which  should  be 
refined,  because  there  would  certainly  be  a  diminution  in  the  number 
of  American  citizens  who  would  be  entitled  to  it,  and  there  is  certain 
to  be  a  difference  in  the  disparity  between  the  cost  of  goods  in  the  PX 
and  the  cost  of  goods  in  the  Panamanian  economy  at  that  time. 

Senator  Levin.  What  attrition  rate  did  you  figure  in  coming  up  with 
that? 

Governor  Parfitt.  They  assumed  about  1,700  employees,  which  I 
think  is  overly  generous.  In  other  words,  I  think  it  is  excessive. 

Senator  Levin.  In  other  words,  that  figure  would  be  less  than  $10 
million? 

Governor  Parfitt.  I  think  it  probably  would  be  less.  If  the  disparity 
between  the  casts  remained  the  same,  then  I  think  the  $10.7  million 
would  be  overstated. 

Senator  Levin,  Are  there  any  other  questions  of  Governor  Parfitt? 

[No  response.] 

Senator  Levin.  If  not,  we  thank  j^ou,  and  we  are  happy  you  will  be 
with  us  both  today  and  tomorrow  in  case  there  are  additional  questions. 

GoveiTior  Parfitt.  Tliank  you,  Mr.  Chairman. 

Senator  Levin.  Our  last  witness  today  is  Lt.  Gen.  Dennis  P.  ]\Ic- 
Auliffe,  commander  in  chief,  LT.S.  Southern  Command. 

General  McAuliffe,  it  is  good  to  see  you  again. 

General  McAuliffe.  Thank  you,  Mr.  Chairman. 

Senator  Levin.  It  has  been  a  long  day  for  you.  You  can  proceed  with 
your  statement  either  in  full  or  you  may  summarize  it,  if  you  can,  and 
if  you  do  summarize  it,  we  will  print  it  in  the  record  in  full. 

STATEMENT  OE  LT.  GEN.  DENNIS  P.  McAUIIFFE,  COMMANDER  IN 
CHIEF,  U.S.  SOUTHERN  COMMAND 

General  McAuliffe.  Mr.  Chairman.  I  propose  to  submit  my  full 
statement  to  this  committee  for  the  record,  and  to  summarize  it  in  my 
remarks  this  afternoon. 

I  am  Lt.  Gen.  Dennis  P.  McAuliffe,  commander  in  chief  of  the  U.S. 
Southern  Command  headquartered  in  the  Panama  Canal  Zone.  I  ap- 
preciate the  opportunity  to  testify  concerning  the  legislation  required 
to  implement  the  Panama  Canal  Treatv. 

The  Southern  Command  is  responsible  for  U.S.  security  interests  in 
Central  and  South  America,  and  specifically  for  the  protection  and 
defense  of  the  Panama  Canal.  The  new  treaty  does  not  cliange  these 
missions. 
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On  October  1,  the  Panamanian  National  Guard  will  begin  to  partici- 
pate in  canal  defense  under  mutually  agreed  arrangements,  but  the 
United  States  will  retain  primary  responsibility  for  canal  defense  until 
the  year  2000.  The  treaty  provides  the  U.S.  forces  in  Panama  with  ade- 
quate bases,  garrison  areas,  a  logistical  support  base,  traiaiing  facilities, 
essential  services,  and  the  capability  to  effect  reinforcement. 

The  treaty  does  require  certain  relocations  of  military  units  from 
portions  of  military  areas  to  be  released  to  Panama.  The  completion  of 
these  relocations  will  serve  to  enhance  the  operational  effectiveness  of 
our  forces.  At  present,  we  have  no  status-of-forces  agreement  with  the 
Republic  of  Panama  to  cover  the  day-to-day  activities  of  our  military 
forces  in  Panama  and  to  provide  protection  to  our  military  people. 

The  defense  article  of  the  1977  Panama  Canal  Treaty  favorably 
changes  the  situation.  Examples  of  aspects  covered  by  the  new  status 
of  forces  agreement  include  civilian  personnel  policy  for  Panamanians 
employed  by  the  U.S.  forces.  It  provides  the  unimpeded  movement  of 
our  forces  in  Panama  to  carry  out  the  assigned  missions,  and  author- 
ity for  the  U.S.  forces  to  apply  our  own  health,  sanitation,  and  edu- 
cation standards  in  areas  under  our  control. 

There  is  a  miique  situation  in  Panama.  Since  U.S.  forces  were  first 
deployed  to  defend  the  Canal,  the  Panama  Canal  agency  has  provided 
support  to  the  forces  by  operating  hospitals,  the  postal  system,  depend- 
ent schools,  and  certain  retail  sales  functions.  However,  the  treaty 
terminates  the  operation  of  the  Canal  Zone  Government,  and  the  De- 
partment of  Defense  would  be  obliged  to  assume  these  important  sup- 
port functions. 

Legislation  is  essential  in  order  for  DOD  to  accomplish  the  transfer 
of  fiuictions  and  to  pay  the  employees.  There  are  certain  aspects  of 
the  treaty  that  pertain  to  the  DOD  civilian  employment  system  which 
are  different  from  the  civilian  employment  requirements  of  the  Pan- 
ama Canal  Commission.  Under  the  status  of  forces  agreement,  DOD 
must  establish  personnel  and  labor  policies  for  our  Panamanian  citi- 
zen employees  which  in  general  conform  to  personnel  and  labor  pol- 
icies of  the  Republic  of  Panama. 

We  see  this  requirement  as  a  bar  to  the  across-the-board  application 
of  title  VII  of  the  Civil  Service  Reform  Act  of  1978  regarding  wage 
system.s  which  may  be  developed  in  implementing  the  treaty.  Both 
Governor  Parfitt  and  I  are  pledged  to  authorize  the  continuation  of 
current  wage  rates  to  all  presently  employed  personnel.  Plowever,  we 
need  the  flexibility  to  establish  and  adjust  wage  structures  to  meet  our 
local  situation,  and  as  DOD  does  in  other  overseas  areas,  rather  than 
to  be  tied  artificially  to  U.S.  wage  rates. 

In  conclusion,  may  I  say  the  implementation  legislation  this  com- 
mittee is  considering  will  provide  the  means  to  insure  the  continued 
security  and  use  of  the  Panama  Canal  for  the  benefit  of  the  United 
States  and  the  free  world. 

Mr.  Chairman,  I  request  my  full  statement  be  entered  into  the 
record,  and  I  am  prepared  to  answer  questions. 

Senator  Levin.  Thank  you.  Your  full  statement  will  be  made  a  part 
of  the  record. 
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[The  statement  follows :] 


Pbepared  Statement  By  Lt.  Gen.  Dennis  P.  McAuliffe,  Commander  in  Chief, 

U.S.  Southern  Command 

Dear  Mr.  Chairman  and  Members  of  the  Committee :  I  am  Lieutenant  General 
Dennis  P.  McAuliffe,  Commander  in  Chief  of  the  United  States  Southern  Com- 
mand, headquartered  in  the  Panama  Canal  Zone.  I  appreciate  the  opportunity  to 
testify  concerning  the  legislation  required  to  implement  the  Panama  Canal 
Treaty  and  how  this  impacts  on  the  mission  and  members  of  the  Southern  Com- 
mand. 

The  Southern  Command  is  responsible  for  United  States  security  interests  in 
Central  and  South  America  and,  specifically,  for  the  protection  and  defense  of 
the  Panama  Canal.  The  new  Treaty  does  not  change  these  missions.  On  1  October, 
the  Panamanian  National  Guard  will  begin  to  participate  in  Canal  defense 
under  mutually  agreed  arrangements,  but  the  United  States  will  retain  primary 
responsibility  for  Canal  defense  until  the  year  2000.  We  will  act  in  concert  with 
the  National  Guard  to  assure  the  security  of  the  Canal,  or  unilaterally  in  the  event 
that  Panamanian  forces  are  not  available  or  are  diverted  to  other  tasks  in  the 
Republic. 

Our  forces  in  the  Panama  Canal  area  have  enabled  the  Canal  to  remain  open 
for  the  use  of  our  nation  and  other  nations.  They  contain  an  adequate  mix  of 
capaliilities  from  all  services  to  meet  the  range  of  threats  which  have  been  ex- 
perienced in  Panama  for  the  past  several  years.  As  you  know,  Panama  has  a 
history  of  political  instability  that  has  frequently  resulted  in  civil  disorders  and 
rioting,  some  of  which  have  threatened  the  Canal.  The  potential  for  instability  is 
not  expected  to  diminish  for  the  foreseeable  future.  Another  factor  of  serious 
concern  is  the  terrorism  and  guerrilla  threat  prevalent  in  parts  of  Central  Amer- 
ica that  may,  in  the  future,  spill  over  into  Panama. 

Additionally,  over  a  period  of  years,  U.S.  Forces  in  the  Panama  Canal  area 
have  been  considered  by  the  countries  of  Central  America,  the  Caribbean,  and 
northern  South  America  as  a  key  factor  in  regional  stability  and  a  deterrent  to 
aggression  by  any  predator  nation.  In  this  regard,  current  and  future  Cuban  force 
capabilities  and  activities  are  a  matter  of  serious  concern  to  the  leaders  of  many 
of  those  countries. 

Our  experience  has  shown  that  extensive  preparation  on  the  ground  is  neces- 
sary for  a  CONUS-based  unit  to  become  effective  in  the  jungle  environment  of 
Panama.  Further,  even  if  CONUS-based  units  could  deploy  to  Panama  in  a 
matter  of  hours,  without  a  sufficient  defense  force  in  place,  those  few  hours 
would  be  all  that  a  determined  enemy  might  need  to  effectively  damage  or 
destroy  Canal  facilities. 

In  order  to  meet  the  highest  level  of  external  threat,  we  have  found  it  necessary 
to  plan  for  rapid  reinforcement  from  the  U.S.  to  handle  tlireats  that  might  arise 
which  are  beyond  the  capability  of  assigned  units.  The  in-place  forces  provide  a 
security  base  to  receive  and  assist  in  the  orientation  of  these  augmentation  units. 

For  all  these  reasons,  we  consider  it  prudent  that  the  U.S.  retain  an  adequate, 
visible  and  flexible  military  presence  in  the  Panama  Cnnal  nrea.  and  a  support 
base  sufficient  to  sustain  and  reinforce  it,  as  long  as  we  retain  primary  responsi- 
bility for  Canal  defense. 

The  Treaty  provides  the  U.S.  Forces  in  Panama  with  adequate  l)ases,  garrison 
areas,  a  logistical  support  hase,  training  facilities,  essential  services,  and  the 
capability  to  effect  reinforcement.  The  Treaty  does  require  certain  relocations  of 
military  units  from  portions  of  military  areas  to  be  released  to  Panama.  The 
emnpletion  of  these  relocations  will  serve  to  enhance  the  operational  effectiveness 
of  our  forces.  Consequently,  there  is  an  urgent  requirement  for  military  con- 
struction funds  which  are  being  addressed  in  other  committees  of  the  Congress. 

Now  let  me  turn  to  the  new  Status  of  ForcPiS  xVgreement. 

At  present,  we  have  no  Status  of  Forces  Agreeemnt  T\'ith  the  Republic  of 
Panama  to  cover  the  day-to-day  activities  of  our  military  forces  in  P.nnamn. 
This  has  several  negative  implications  for  the  U.S.  Forces.  For  example,  if  a 
U.S.  military  meml>er.  a  member  of  the  civilian  component  of  the  U.S.  forces,  or 
a  dependent  becomes  subject  to  criminal  jurisdiction  of  the  Republic  of  Panama 
outside  of  current  Canal  Zone  boundaries,  we  have  no  written  guarantee  that  he 
will  be  affordefl  fair  legal  treatment.  In  the  recent  past  we  have  enjoyed  a  rela- 
tively harmonious  working  relationship  with  Panamanian  legal  authorities  in 
regard  to  military  personnel  who  have  been  accused  of  violating  Panamanian 
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law.  But  our  ability  to  ensure  fair  treatment  of  U.S.  military  members  is  the 
result  of  personal  goodwill  between  United  States  and  Panamanian  otficials, 
rather  than  by  a  ^laranteed  international  agreement.  The  Status  of  Forces 
Agreement  which  implements  the  Defense  Article  of  the  1977  Panama  Canal 
Treaty,  favorably  changes  this  situation  by  enumerating  18  procedural  guaran- 
tees, such  as  the  right  to  free  legal  repi-esentation,  if  necessary,  and  the  right  to 
the  services  of  a  competent  interpreter. 

Examples  of  other  aspects  covered  by  the  new  Status  of  Forces  Agreement  in- 
clude civilian  personnel  policy  for  Panamanians  employed  by  the  U.S.  Forces^ 
the  unimpeded  movement  of  our  forces  in  Panama  to  carry  out  the  assigned  mis- 
sions, and  autliority  for  the  U.S.  Forces  to  apply  our  own  health,  sanitation  and 
education  standards  in  areas  under  our  control.  In  short,  the  Status  of  Forces 
Agreement  implementing  the  Treaty  Defense  Article,  covers  all  aspects  of  life 
affecting  the  U.S.  Forces,  and  was  built  on  our  experience  with  similar  agree- 
ments concerning  U.S.  Forces  stationed  elsewhere  in  tlie  world. 

There  is  a  unique  situation  in  Panama.  Since  U.S.  Forces  first  deployed  to  de- 
fend the  Canal,  the  Panama  Canal  agency  lias  provided  support  to  the  forces  by 
operating  hospitals,  the  postal  system,  dependent  schools,  and  certain  retail  sales 
functions.  However,  the  Treaty  terminates  the  operation  of  the  Canal  Zone 
Government  and  the  Department  of  Defense  will  be  obligated  to  assume  these 
important  support  functions. 

Legislation  is  essential  in  order  for  DOD  to  accomplish  the  transfer  of  func- 
tions and  to  pay  the  employees.  In  assuming  i-esponsibility  for  these  functions,  a 
substantial  increase  will  occur  in  the  number  of  authorized  civilian  spaces  for 
the  DOD  activties.  Approximately  3,0(X)  people,  or  almost  double  onr  existing 
civilian  personnel  sti-ength,  will  be  added  to  our  work  force.  Enclosed  with  this 
statement  is  a  chart  showing,  by  category,  the  number  of  Panama  Canal  Comiiany 
and  Canal  Zone  Government  employees  transferring  to  DOD,  as  well  as  the  veri- 
fied manpower  requirements  in  order  to  adequately  carry  out  the  functions  which 
are  transferred. 

The  proposed  implementing  legislation  provides  the  legal  framework  to  estab- 
lish nn  employment  system  and  a  collective  bargaining  system  which  will  enable 
us  to  have  an  effective  and  stable  workforce.  The  legislation  is  necessary  to 
permit  the  Department  of  Defense  to  retain  and  recruit  key  personnel  sur'li  as 
the  medical  doctors  in  the  hospital  being  transferred  to  us,  and  to  establish 
wages  and  other  working  conditions  that  best  meet  our  requirements. 

There  are  certain  aspects  of  the  Treaty  that  pertain  to  the  DOD  civilian 
employment  system  which  are  different  from  civilian  employment  requirements 
of  the  Panama  Canal  Commission.  Under  the  Status  of  Forces  Agreement,  DOD 
must  establish  personnel  and  labor  policies  for  our  Panamanian  citizen  employees 
which,  in  general,  conform  to  personnel  and  labor  policies  of  the  Repulilic  of 
Panama.  We  see  this  requirement  as  a  bar  to  the  across-the-board  application  of 
Title  VII  of  the  Civil  Service  Reform  Act  of  1978. 

Regarding  wage  systems  which  may  be  developed  in  implementing  the  Treaty, 
both  Governor  Parfitt  and  I  are  pledged  to  authorize  the  continuation  of  US 
wage  rates  to  all  presently  employed  personnel.  However,  we  need  the  flexi'dlity 
to  establish  and  adjust  wage  structures  to  meet  our  local  situation,  as  DOD  does 
in  other  overseas  areas,  rather  than  to  be  tied  artificially  to  U.S.  wage  rates. 

The  final  point  I  wish  to  make  in  the  personnel  area  is  that  the  legislation  be- 
ing considered  provides  for  equitable  treatment  of  those  employees  transferring 
from  the  Canal  Zone  Government  and  our  current  DOD  employees.  I  consider 
these  provisions  to  be  important. 

Finally,  I  would  like  to  discuss  the  military  arrangements  resulting  from  the 
Treaty.  The  Treaty  and  implementing  documents,  establish  two  important  func- 
tional military  committees.  One  is  the  Combined  Board  which  arranges  matters 
pertaining  to  the  combined  defense  and  protection  of  the  Canal.  The  second  is  the 
Joint  Committee  which  basically  handles  all  matters  pertaining  to  the  status 
of  forces  in  Panama.  First,  I  wo^ild  like  to  consider  the  Combined  Board. 

The  function  of  the  Combined  Board,  when  formally  constituted,  will  be  to 
facilitate  the  participation  and  cooperation  of  the  U.S.  and  Panamanian  military 
forces  for  the  combined  defense  and  protection  of  the  Panama  Canal.  Tlie  Board 
will  be  the  means  by  which  military  consultation  and  coordination  will  be  ac- 
complished, and  it  will  periodically  review  resources  necessary  to  protect  and 
defend  the  waterway.  The  Combined  Board  will  be  a  coordinating  body  only  and, 
as  such,  will  have  no  command  authority. 


682 

325 

357 

9 

9 

5 

5 

1,352 

1,200 

152 

80 

80 

127 

127 

744 

660 

84 

200 

The  second  bi-national  military  body  is  called  the  Joint  Committee,  composed 
of  a  senior  representative  of  each  country  and  their  deputies.  This  Committee  is 
responsible  for  monitoring,  amplifying,  and  making  arrangements  derived  from 
the  Status  of  Forces  Agreement. 

Currently,  we  are  working  with  the  Panamanian  representatives  and  are 
reaching  agreement  on  the  myriad  arrangements  necessary  to  support  our  mili- 
tary community  in  Panama.  When  the  Treaty  enters  into  force  on  1  October  and 
the  Joint  Committee  is  officially  constituted,  these  tentative  arrangements  will  be 
formally  approved. 

In  the  area  of  military  relationships,  we  have  been  enjoying  improved  coopera- 
tion and  assistance  in  all  areas  of  interface,  and  it  is  encouraging  for  the  future. 

In  conclusion  may  I  say  that  the  implementation  legislation  this  Committee 
is  considering  will  provide  the  means  to  ensure  the  continued  security  and  u.^e 
of  the  Panama  Canal  for  the  benefit  of  the  United  States  and  the  Free  World. 

DOD,  ESTIMATED  CIVILIAN  PERSONNEL  IMPACT,  PANAMA  CANAL  TREATY  OF  1977 

DOD  increased  Difference 

manpower  CZG/PCC  (recruitment 

Function  requirement  transfers  needs) 

BASOPS 

Communications 

Criminal  invest 

Health  care 

Postal  operations 

Retail  food 

Schools - 

Total -—  2,999  2,392  607 

NoterStatusasof  June  22, 1979. 

Senator  Levin.  Senator  Exon  ? 

Senator  Exon.  I  will  pass  for  a  moment. 

Senator  Levin.  Senator  Jepsen  ? 

Senator  Jepsen.  Yes.  General,  what  do  you  feel  are  the  key  prob- 
lems faced  by  the  U.vS.  military  beginning  October  1  and  afterwards? 
Wliat  is  going  to  be  different  ? 

General  MczVuliffe.  T  understood  ""\"\liat  key  problems  will  be 
faced.''  What  would  be  different  ?  Is  that  what  yon  said,  sir? 

Senator  Jepsen.  Yes,  whnt  Avonld  be  the  key  problems,  if  any.  faced 
by  the  U.S.  military  after  October  1  ? 

General  McAitliffe.  The  key  problem,  sir.  I  would  say  first  within 
our  forces  themselves  will  be  that  of  adjusting  to  the  new  environment. 
The  gcogra]^]iical  environment  changes  som.ewhat,  but  the  changes 
also  include  the  transfer  of  functions  from  the  Canal  Zone  Government 
so  that  we  may  be  able  to  maintain  and  adequately  support  our  own 
forces,  our  own  people,  and  the  other  employees  of  the  Panama  Canal 
Commission  who  would  be  authorized  for  this  support  in  the  future. 
These  changes  are  all  within  our  own  house. 

Then,  with  respect  to  Panama,  there  will  be  the  objective  of  having 
Panamanian  forces  join  us  in  arrangements  which  we  are  working 
on  at  the  ]n'csent  time  for  a  combined  defense  of  the  canal,  which 
implicitly  includes  combined  training  activities  so  that  eventually 
over  the  years  both  forces  will  be  able  to  work  effectively  with  each 
other. 

We  will  have  procedures  and  arrangements  Avorked  out  so  that 
we  can  oi)timize  the  defense  and  protection  of  the  canal. 

Senator  Jepsen.  A  couple  of  quick  questions,  General.  There  is  a 
great  deal  of  money  requested  in  the  military  construction  bill  we 
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reviewed  earlier  in  this  committee  for  fences  and  sentry  dogs  and  I 
believe  $60,000  some  odd  to  move  the  kennels  and  things  themselves. 
Why  is  it  necessary  for  the  military  to  fence  off  its  facilities  in 
Panama?  Isn't  everybody  friendly  ?  What  is  the  problem? 

General  McAuliffe.  If  I  may  describe  the  general  nature  of  the 
construction  required.  As  I  indicated  in  my  remarks,  Ave  are  required 
under  the  treaty,  because  of  the  release  of  portions  of  some  active 
military  bases  to  Panama,  to  relocate  certain  of  our  military  units. 
It  happens  that  the  three  military  organizations  which  are  affected 
are  those  which  in  my  judgment  would  be  required  so  long  as  we  retain 
a  defense  force  in  the  Panama  Canal  area. 

They  include  the  command  and  control  organization  for  the  Army 
brigade;  an  aviation  battalion  of  over  40  helicopters  which  provide 
tactical  mobility  for  that  force;  and  also  a  military  intelligence 
group.  These  fmictions  are  not  only  essential  for  the  connnand  and 
the  command  mission,  but  in  terms  of  military  construction  they  re- 
quire very  unique  facilities,  facilities  which  you  cannot  find  in  the 
average  building. 

The  overall  construction  plan  is  one  that  minimizes  new  construc- 
tion. In  fact,  the  only  new  construction  being  accomplished  has  been 
helicopter  pads  and  a  rearrangement  of  the  taxiways  at  Ploward  Air 
Force  Base  so  as  to  close  about  40  Army  helicopters  into  that  Air 
Force  base.  The  other  construction  effort  has  been  to  remodel  build- 
ings so  they  can  accommodate  these  units  and  the  other  resultant 
moves  that  have  to  be  made. 

There  is  also  some  modernization  of  barracks  buildings  so  as  to  ac- 
commodate the  troops  that  are  being  relocated.  I  might  add  that  there 
has  been  a  program  of  modernizing  barracks  for  the  last  roughly  15 
years,  and  this  hopefully  will  finish  it  up. 
I  did  not  speak  to  your  point  about  security. 
Senator  Jepsen.  Did  you  mention  fences  ? 

General  McAuliffe.  Yes.  I  am  sorry.  There  is  a  need  for  a  consider- 
able amount  of  security  fencing  which  also  includes  some  rearrange- 
ment of  facilities  for  sentries  to  observe  and  to  control  access  through 

the  gates.  There  is  a  requirement,  for  example 

Senator  Jepsen.  Excuse  me.  General.  Maybe  I  can  help.  Do  you  do 
that  now  ? 

General  McAuliffe.  We  have  not  because,  for  example,  Howard  Air 
Force  Base  has  been  considered  to  be  in  U.S.  territory,  and  as  such 
there  is  no  requirement  that  that  air  base  be  fenced  in.  As  of  October 
1,  that  air  base  will  be  in  foreign  territory,  and  Air  Force  regulations 
prescribe  that  the  air  base  be  fenced  in. 

As  it  turns  out,  this  will  also  be  a  safety  proviso,  because  there  are 
Panamanian  roads  on  the  perimeter,  and  fencing  will  insure  that  civil- 
ians will  not  stray  into  that  base  and  wind  up  in  a  danger  area. 

Senator  Jepsen.  Can  you  envision  a  dispute  between  the  military 
coimnander  there  and  a  commission  in  the  event  of  an  emergency  of 
some  type?  I  am  sure  as  commander  you  have  probably  at  least  re- 
flected on  this.  AVliat  if  something  should  happen?  Pretend  for  a 
minute  that  a  country  which  is  basically  not  friendly  to  us  would,  say,, 
decide  to  block  the  canal  ?  Who  would  make  that  decision  ? 
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General  McAuliffe.  First  of  all,  under  the  legislation  as  proposed 
and  being  considered  by  this  committee,  both  the  senior  military  com- 
mander and  the  administrator  of  the  Panama  Canal  Commission  re- 
port to  one  individual,  the  Secretaiy  of  Defense.  This  is  not  nnlike 
the  arT-angement  which  exists  now  as  between  Governor  Parfitt  and 
myself. 

So,  in  a  prudent  fashion,  to  take  care  of  contingencies,  the  Governor 
and  I  have  a  memorandum  of  understanding,  so  to  speak,  which  out- 
lines situations  in  which  either  he  or  I  would  take  specific  actions  in 
a  security  sense,  in  order  to  clarify  our  areas  of  responsibility. 

Senator  Levix.  Let  me  interrupt  here  if  I  can,  General.  We  have  a 
roll  call  now  on  the  floor,  and  we  have  only  a  few  minutes  left  to  get 
over  there  on  our  resolution  on  the  Energy  Summit  Conference.  Are 
you  planning  to  come  back  ? 

Senator  Jepsen.  May  I  come  back  and  continue  for  5  minutes  ? 
Senator  Levin.  I  have  some  additional  questions,  too,  so  we  will 
recess  for  about  10  minutes. 

r"\Vliereupon,  a  brief  recess  was  taken.] 

Senator  Levitt.  General  McAuliffe,  thank  you.  We  are  back  in  ses- 
sion. Senator  Exon.  have  you  any  questions  ? 

Senntor  Exotst.  I  have  no  questions  at  this  time,  Mr,  Chairman. 
Senator  Le\t:n-.  All  rijjht.  General.  Let  me  ask  you  some  questions 
which  I  asked  this  morning  of  other  witnesses. 

The  administration  bill  repeals  sections  34  and  35  of  title  TI  of 
the  existing  Panama  Canal  Zone  Code  which  relates  to  the  authority 
of  the  President  and  the  Governor  of  the  Canal  Zone  over  certain 
military  activities  within  the  Canal  Zone.  The  administration  pro- 
poses to  repeal  those  provisions.  From  an  operational  point  of  view, 
would  U.S.  defense  capability  under  any  circumstances  be  hampered 
by  the  absence  of  this  statutorv  authority  ? 

General  McAttliffe.  Mr.  Chairman,  I  have  given  that  subject  con- 
siderable thought,  and  T  have  come  to  the  conclusion  that  there  is 
no  diminution  of  our  ability  and  authority  to  take  care  of  contin- 
geuf^ies  through  the  coming  treaty  period,  with  the  arrangements  as 
proposed  in  the  legislation  under  consideration  by  this  committee. 

I  say  that  because,  first  of  all,  from  a  military  viewpoint,  the 
ITnited  States  does  retain  primary  responsibility  for  defense  until 
the  year  2000.  That  reallv  means  that  either  in  cooperation  with 
Panama  or  unilaterally,  if  necessary,  we  can  take  such  action  as  we 
need  to  take  in  order  to  protect  and  defend  the  canal  and,  I  might 
add,  the  other  vital  installations  that  we  have  in  that  area. 

As  T  was  mentioning  in  response  to  the  previous  question,  there  is 
another  factor  here  which  goes  to  the  fact  that  the  Administrator  of 
the  Panama  Canal  Commission  will  be  a  U.S.  Government  employee, 
and  as  such,  and  again  under  the  provisions  of  the  proposed  legisla- 
tion, will  be  resnonsive  to  the  Secretary  of  Defense.  This  in  effect 
provides  us  a  unity  of  control  which  should,  both  on  the  operational 
and  defense  side,  provide  adequate  authority  to  be  able  to  react  in 
unison  for  all  contingencies. 

Senator  Levtx.  How  important  is  timelv  passage  of  the  treaty  im- 
plementing legislation  to  your  ability  to 'defend  the  Canal  and  the 
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national  security  interests  of  the  United  States  in  this  region  of  the 
world? 

To  put  it  another  way,  what  problems  might  arise  if  this  legisla- 
tion is  delayed  ? 

General  McAuliffe.  I  was  going  to  approach  it  on  that  basis,  Mr. 
Chairman.  If  there  should  be  no  implementing  legislation  in  effect 
by  the  time  the  new  treaty  takes  effect,  then  I  foresee  problems  within 
the  U.S.  family  and  with  respect  to  Panama. 

On  the  U.S.  side,  I  believe  that  there  could  very  well  be  a  closure 
of  the  canal  because  the  employees,  both  Panamanian  and  American, 
might  well  walk  off  the  job,  because  the  benefits  they  have  been  prom- 
ised and  for  which  many  people  have  worked  so  hard  would  not  be 
there  for  them.  I  am  sure  the  disappointment  would  be  very  obvious 
in  their  case.  "With  respect  to  Panama,  there  would  no  doubt  be  a 
feeling  that  they  also  have  been  somehow  betrayed  by  the  United 
States,  and  instead  of  Panamanians  coming  into  what  is  now  the 
Canal  Zone  on  the  1st  of  October  with  flags  and  flowers,  as  I  under- 
stand is  being  planned,  I  would  expect  them  to  be  coming  in  perhaps 
with  rocks  in  their  hands,  expressing  their  displeasure  with  the  fail- 
ure of  the  United  States  to  carry  out  our  part  of  the  treaty  bargain. 

No  doubt  this  reaction  would  be  directed  against  the  physical  sym- 
bols of  the  United  States,  which  around  there  could  very  well  be 
the  U.S.  forces  and  the  defense  bases,  and  perhaps  even  some  installa- 
tions of  the  canal  itself. 

So  what  I  am  saying,  INIr.  Chairman,  is  that  I  would  see  some  tur- 
bulence, disruptions,  some  civil  disturbances,  and  a  certain  amount  of 
violence  which  would  result  if  there  should  not  be  implementing 
legislation  passed  and  in  effect  by  October  1.  This,  of  course,  would 
present  a  widespread  military  problem  to  us  in  terms  of  providing 
not  only  security  for  the  Canal  itself  but  protection  for  U.S.  citizens 
and  U.S.  installations  in  the  Panama  Canal  area. 

Senator  Le^^n.  Have  there  been  any  disagreements  between  United 
States  and  Panamanian  military  leaders  and  planners  about  the  fu- 
ture defense  relationships  between  our  two  nations  as  far  as  the  canal  is 
concerned,  and  about  how  defense  for  the  canal  should  be  planned  for 
and  implemented  in  the  future  ? 

General  McAuliffe.  No,  sir,  no  disagreement:  but  let  me  say  that 
such  planning  is  reallv  in  its  infancy  thus  far.  There  will  be  established 
under  the  terms  of  the  treaty  on  October  1,  a  combined  board.  Its 
function  will  be  to  plan  a  combined  defense  of  the  canal,  taking  into 
account  the  resources  being  committed  to  that  from  both  sides,  and 
otherwise  monitor  the  military  cooperation  of  the  forces  of  the  United 
States  and  Panama.  That  board  is  not  yet  established.  However,  there 
is  a  working  group  on  both  sides  that  has  begun  to  look  at  these  prob- 
lems in  order  to  lay  out,  let  us  say,  a  schedule  of  work  and  planning 
for  that  future,  and  I  will  have  to  say  that  the  attitude  on  the  part  of 
those  Panamanian  military  representatives  working  with  us  is  very 
positive.  The  cooperation  has  been  excellent,  and  the  prospects  for 
good  work  coming  out  of  that  combined  board  are  excellent. 

Senator  Lfatin-.  Senator  Exon  ? 

Senator  Exon.  General,  I  think  you  have  been  here  most  of  the 
day.  You  have  heard  the  concerns  expressed  by  some  of  the  witnesses 
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who  preceded  you  today  witli  regard  to  the  language  passed  in  the 
House  approved  measures  which  implement  the  treaty.  Do  you  share 
those  concerns  ?  Would  you  care  to  expand  on  that  ? 

General  IMcAuliffe.  Senator,  I  did  have  a  period  of  about  an  hour 
and  a  half  this  morning,  and  I  am  not  sure  I  understand  which  lan- 
guage you  refer  to. 

Senator  Exon.  I  am  referring  to  the  House  passed  bill  which  passed 
by  22  votes,  I  believe,  over  there,  which  will  be  one  of  the  center- 
pieces for  discussion  here  in  the  Senate  when  we  consider  this,  and  we 
assume  it  will  go  to  conference  before  it  is  finally  ironed  out.  I  do  not 
wish  to  put  you  on  the  spot,  but  I  was  iust  wondering  if  you  feel  there 
are  some  changes  that  need  to  be  made  in  the  version  of  the  implement- 
ing legislation  that  passed  the  House  of  Representatives,  or  is  that  a 
political  decision  you  think  you  should  stay  out  of  ? 

General  McAuliffe.  From  a  military  point  of  view,  sir,  I  be- 
lieve there  are  some  provisions  of  that  bill  which  are  unnecessary  and 
which  could  give  us  problems  for  the  future.  One  of  them  is  the  pro- 
vision, if  I  may  summarize  it,  Avhich  would  place  a  military  officer  in 
complete  charge  of  the  Panama  Canal  operation  as  well  as  its  de- 
fense under  certain  emergency  or  wartime  conditions  as  determined 
by  the  President  of  the  United  States. 

T  believe  that  that  provision  is  unnecessary,  that  it  is  contrary  to 
the  spirit  of  a  cooperative  arrangement  with  Panama  that  I  alluded 
to  in  my  previous  answer,  and  from  a  practical  viewpoint,  as  a  com- 
mander there  now  and  speaking  for  my  successors,  I  can  assure  you 
that  we  do  not  and  will  not  lack  anv  authoritv  to  take  whatever 
notions  are  necessary  both  in  defense  of  the  canal  and  in  the  opera- 
tion of  the  canal  for  the  future.  Inasmuch  as  both  principal  U.S. 
officials  will  be  reportinc;  to  the  same  individual,  the  Secretary  of  De- 
fense, we  will  obviously  have  coordinated  arrangements  worked  out 
in  advance  for  foreseeable  contingencies  and  in  that  manner,  can 
handle  the  situation.  We  no  not  need  to  have  a  provision  in  the  law  to 
do  so,  a  provision  which  does  seem  to  challenge  the  coopo'ative  ar- 
rangement witli  Panama  in  the  operation  and  defense  of  the  canal. 

There  is  another  proviso  which  I  have  alluded  to  in  my  remarks, 
one  having  to  do  with  the  application  of  title  VII  of  the  Civil  Service 
Reform  Act  and  the  other  having  to  do  with  the  application  of  the 
Fair  Labor  Standards  Act  to  the  defense  components  in  Panama. 

I^t  me  say  that  mv  civilian  work  force  is  not  unlike,  nt  least  in  struc- 
ture, that  of  the  civilian  work  force  of  the  Panama  Canal  Company 
at  the  present  time.  We  have  both  American  and  Panamanian  em- 
ployees, and  indeed  some  third  national  employees.  Rut  what  is  unique 
in  the  future  is  the  fact  that  these  particular  employees,  just  as  the 
United  States  military  personnel  who  are  assigned  and  will  be  as- 
signed to  that  area,  all  come  under  the  terms  of  the  status  of  forces 
asrreement  which  is  included  in  the  new  treaty.  I  did  read  an  extract 
of  the  status  of  forces  agreement,  namely  a  provision  that  we  will  pat- 
tern our  civilian  employee  system  after  that  of  Panama,  conforming 
to  Panamanian  law.  We  see  this  as  a  condition  which  reallv  does  not 
adapt  itself  to  the  across  the  board  application  of  title  VII  of  the 
Civil  Service  Reform  Act. 
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I  see  no  problem  in  appljdng  that  title  VII  to  our  U.S.  employees. 
I  do  see  a  problem,  an  inconsistency  with  the  treaty  in  applyino;  that 
to  our  Panamanian  employees,  and  this  is  whj^  I  join  the  (jrovernor 
in  supportino-  the  language  which  is  in  the  bill  under  consideration  by 
this  committee  which  calls  for  a  system  that  is  patterned  after  the 
Civil  Service  Reform  Act. 

As  for  minimum  wage,  similar  to  the  testimony  of  the  Governor,  let 
me  say  that  I  fully  and  enthusiastically  supported  the  extension  of 
current  wage  rates  to  our  present  employees,  that  is  to  say,  a  grand- 
fathering of  their  pay  arrangements.  Rut  I  do  believe  that  it  would 
add  unnecessarily  to  DOD  costs  vrhich,  incidentally,  are  ai)propri- 
ated  costs,  by  extending  the  Fair  Labor  Standards  Act  and  the  U.S. 
minimum  wage  to  all  new  hires  within  the  DOD  components  after 
October  1. 

I  would  prefer  to  have  a  more  flexible  aj^proach  which  would,  you 
miglit  say,  adapt  to  the  competitiveness  of  the  local  economy. 

Senator  Exox.  Would  it  be  fair  to  say,  then,  as  far  as  the  security 
of  the  canal  itself  is  concerned,  that  you  don't  have  any  immediate 
concerns  about  security  from  an  extei'ual  source,  but  I  believe  you  are 
sounding  some  cautious  concern  about  the  fact  that  if  we  do  not  pro- 
ceed to  a  fair  implementation  of  what  was  generally  assumed  to  be 
the  terms  of  tlie  treaty,  that  there  is  some  concern  on  the  part  of  the 
civilian  or  vrorker  ability  to  make  the  canal  inoperative  if  by  nothing 
more  than  a  strike  ? 

General  McAuliffe.  That  is  true,  sir.  The  only  foreseeable  threat 
for  the  immediate  future  against  the  canal  is  one  of  civil  disturbance, 
perhaps,  combined  with  some  attempts  at  sabotage  of  the  canal,  or 
])erhaps  of  U.S.  facilities  there.  Looking  ahead,  however,  I  would  not 
be  content  to  tell  this  committee  that  that  is  all  that  we  would  have 
to  watch  for,  because  who  is  to  say  that  the  turbulence  and  violence  now 
tearing  Central  America  apart  would  not  sometime  in  the  future  spill 
over  into  Panama  and  thereby  impact  either  directly  or  indirectly  on 
the  operation  of  the  canal.  Also  while  we  do  not  concern  ourselves 
much  about  an  external  attack  on  the  canal  right  now,  maybe  a  few 
years  down  the  road,  a  decade  or  so,  an  external  threat  may  be  very 
real  and  Avould  have  to  be  taken  into  account  by  the  U.S.  forces  and 
indeed  the  Panamanian  forces  operating  with  us. 

Senator  Exon.  I  am  sure  we  all  appreciate  very  much  the  fact  that 
you  and  the  Governor  have  come  here  and  others  have  come  here  to 
testify,  to  help  us.  I  am  always  glad  to  walk  in  other  people's  shoes. 
That  "is  why  some  of  the  questions  I  am  asking  you  now  are  phrased 
as  if  Vv-e  were  not  U.S.  Senators  but  down  on  the  firing  line  like  you 
are.  I  try  to  put  myself  down  there.  By  the  same  token,  try  and  put 
vourself'up  her?  for  the  moment.  I  made  some  remarks  this  mommg 
about  the  fact  that  when  the  treaty  was  approved,  there  was  somewhere 
between  $800  and  $900  million  it  was  supposed  to  cost  the  American 
taxpayer,  and  there  are  some  ledtimate  concerns  around  today  which 
I  share  as  to  what  kind  of  a  limit  and  whether  Ave  can  put  a  limit 
somewhere  near  that  figure  for  the  implementation  of  the  treaty  over 
the  next  20  years. 
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Let  me  ask  you  this.  Do  you  think  it  would  be  and  would  the  Pana- 
manians consider  it  a  violation  of  the  spirit  of  the  treaty  if  the  U.S. 
Senate  were  to  put  some  limits  on  the  amount  of  money  it  would  take 
to  implement  that  treaty  for  next  year  and  the  next  19  years  after 
that? 

General  McAuliffe,  I  do  not  believe  there  Avould  be  any  reason  for 
Panama  to  object  to  any  ceiling  on  defense  costs  in  that  area  over  the 
next  20  years.  I  would  be  much  more  concerned  as  the  military  com- 
mander, and  indeed  putting  myself  in  the  shoes  of  my  successors,  that 
any  ceiling  might  be  unnecessarily  restrictive.  Now,  let  me  say,  Sena- 
tor, that  I  have  studied  these  cost  estimates  attributed  to  the' defense 
component,  and  I  find  them  entirely  reasonable.  In  fact  in  certain 
instances,  as  I  believe  Mr.  Duncan  testified  to  this  morning,  we  have 
rather  conservatively  estimated  these  costs  out  through  the  20-year 
period  on  maintaining  the  current  force  structure.  It  is  likely,  that 
some  force  reductions  will  be  made  sometime  in  that  period  and  that 
would  serve  to  reduce  costs  somewhat.  The  one  thing  that  bothers  me 
about  a  ceiling  is  that  it  may  or  may  not  take  into  account  inflation 
and  other  factors  which  drive  costs  up,  and  this  is  why  I  would  have 
to  recommend  against  a  ceiling,  because  it  may  be  unnecessarily 
restrictive. 

Let  me  just  point  out,  for  example,  one  area  of  costs.  The  military 
construction  costs  for  fiscal  1979  and  fiscal  1980  which  now  are  com- 
bined in  the  fiscal  1980  budget,  a  total  of  roughly  $46  million.  These 
are  very  sound  indeed,  and  we  have  defended  these  to  the  appropriate 
committees  of  the  Congress.  But  once  you  get  past  fiscal  1980,  there 
is  another  amount  of  almost  $30  million  which  is  not  yet  fully  vali- 
dated and  would  depend  upon  our  force  structure  and  base  structure 
in  the  years  1982, 1984,  and  beyond. 

In  some  cases,  these  costs  could  be  reduced  if  some  adjustments  are 
made  to  the  force  structure.  I  am  just  trying  to  make  the  point  that 
these  costs,  as  estimated,  are  reasonable  costs.  I  can  certainly  stand 
behind  them.  But  I  do  have  to  say  that  a  cost  ceiling  that  might  be 
applied  and  that  does  not  take  into  account  cost-increasing  factors  such 
as  inflation  could  be  completely  restrictive  and  could  tie  the  hands  of 
my  successors. 

Senator  Exon.  Thank  you,  gentlemen. 

Senator  Le\t[N.  Before  we  adjourn  for  the  evening,  I  would  like  to 
submit  for  the  record  a  letter  which  you  wrote  me,  General,  on 
April  28,  1979.  Hearing  no  objection,  it  will  be  made  a  part  of  the 
record. 


[The  material  follows :] 


U.S.  Southern  Command, 
The  Commander  in  Chief, 

Miami,  Fla.,  April  28, 1979. 


Hon.  Carl  Levin, 

U.S.  Senator, 

Member,  Armed  Services  Committee. 

Dear  Senator  Levin  :  During  your  visit  to  my  headquarters.  27  April  1970. 
oprtain  questions  arose  that  were  not  sufficiently  addressed  because  of  time 
limitations.  Following  your  suggestion,  I  am  taking  this  means  to  provide  my 
views  on  the  two  important  issues  in  question,  specifically,  the  potential  contri- 
bution of  the  Panamanian  armed  forces  (called  the  Guardia  Nacional  or  ON) 
to  the  security  and  defense  of  the  Panama  Canal :  and  certain  aspects  of  HR  111. 
as  marked  up,  the  proposed  legislation  to  implement  the  Panama  Canal 
Treaties,  that  would  violate  the  spirit  of  those  Treaties. 
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Relationship  with  and  Future  Role  of  Panamanian  Forces. — Since  the  rati- 
fication of  tbe  Panama  Canal  Treaties,  tlie  armed  forces  of  Panama  and  tlae 
U.S.  Soutliern  Command  liave  moved  from  an  adversary  relationship  to  one  that 
is  harmonious,  cooperative  and  mutually  beneficial,  oriented  on  the  common 
goal  of  defense  of  tlie  Panama  Canal.  Joint  planning  sessions  in  working  groups 
addressing  subjects  pertaining  to  future  defense  and  training  arrangements  as 
well  as  to  the  new  status  of  forces  agreement  have  produced  promising  results. 
Concurrently,  this  effort  has  fostered  an  allied  spirit  between  the  two  forces. 
This  spirit  of  cooperation  was  exemplified  during  the  193d  Infantry  Brigade's 
successful  training  exercise  at  a  Panamanian  military  reservation  earlier  this 
year,  the  first  such  activity  at  a  Panamanian  base  in  five  years. 

Panama  has  the  potential  of  making  a  substantial  contribution  to  the  security 
and  defense  of  the  canal  in  the  years  ahead.  Even  today,  with  a  force  that  is 
primarily  a  police  and  local  security  force,  having  only  limited  tactical  ca- 
pabilities, Panama  is  capable  of  making  a  valuable  contribution  to  the  ac- 
complishment of  the  primary  defense  mission  of  U.S.  forces,  in  that  they  can 
be  employed  to  neutralize  civil  disturbances  and  disorders  that  might  threaten 
the  Canal  or  U.S.  installations  and  personnel.  Indeed,  their  effectiveness  in 
such  a  role  would  be  better  than  that  of  U.S.  forces  facing  hostile  mobs  in  a 
foreign  coiuitry. 

I  regard  the  Panamanian  forces  as  a  potentially  valuable  ally  in  the  com- 
bined defense  of  the  Panama  Canal , 

An  amplifying  statement  on  the  role  of  Panamanian  forces  is  attached  as 
Inclasure  1.  I  gave  that  statement  before  the  Senate  Armed  Services  Com- 
mittee in  January  1978.  The  statement  still  represents  my  view. 

I  am  al':o  providing,  as  Enclosure  2,  a  statement  made  by  Brigadier  General 
Richard  W.  Anson,  Commander,  193d  Infantry  Brigade  (Canal  Zone),  in  offi- 
cial correspondence,  concerning  the  cooperation  of  Panamanian  forces  with 
Ms  brigade. 

As  a  related  matter,  I  am  deeply  concerned  over  the  recent  action  taken  in 
•the  House  of  Representatives  to  eliminate  from  the  fiscal  year  19S0  Budget 
(Foreign  Assistance  Act)  security  assistance  to  Panama  ($.">  million  for  FMS 
credits,  and  $0.5  million  in  International  Military  Education  and  Training 
funds)  because  of  tlie  potentially  disniptive  effect  this  will  have  (if  sustained 
by  the  Senate)  on  the  cooperative  defense  arrangement  we  are  seeking  with 
Panama  to  enhance  the  security  of  the  Canal.  That  action  has  already  begim 
to  undermine  the  close  relationship  we  were  forging;  it  has  also  raised  questions 
in  the  minds  of  many  Panamanians  about  our  nation's  intentions  and  credibility 
to  enter  into  an  effective  partnership  for  Canal  operation  and  defense.  Should 
there  be  a  return  to  the  adversary  relationship  we  have  experienced  in  Panama 
in  recent  years,  seeded  with  distrust,  we  could  be  opening  up  a  requirement  for 
higher  defense  expenditures  associated  with  an  augmented  force  posture  to 
protect  the  Canal  and  U.S.  lives  and  property  in  the  years  ahead. 

Aspects  of  Proposed  Implementinfi  Lcpislation  That  Would  Violate  Spirit  of 
Treaty. — In  our  briefing,  it  was  indicated  that  there  are  certain  sections  in 
Title  I  of  HR  111,  as  marked  uj).  that  would  violate  the  spirit  of  the  Panama 
Canal  Treaty.  Specifically  referred  to  are  those  sections  of  Title  I  that  describe 
the  role  of  the  Secretary  of  Defense  and  his  control  of  the  Board  of  Directors 
of  the  Panam.a  Canal  Commission,  and  that  would  turn  over  Canal  operational 
and  defense  responsibilities  to  the  U.S.  Armed  Forces  in  time  of  war. 

One  of  the  main  objectives  of  the  new  Treaty  was  to  allow  Panama  an  active 
role  in  the  operation  and  defense  of  the  waterway.  As  I  have  reiterated  in 
previous  testimony,  I  consider  that  such  a  U.S. /Panamanian  partnership  would 
enhance  the  security  and  our  continued  use  of  the  Canal.  But  in  order  for  such 
an  arrangement  to  be  effective.  Panama  must  be  allowed  to  be  effective.  Panama 
must  be  allowed  to  contribute  its  own  military  resources  to  fulfill  the  treflty 
obligations  it  accepted.  Any  unilateral  actions  we  take  that  would  weaken  the 
partnership  cornerstone  would,  in  my  view,  lie  counterprodurtiA-e  and  serve  to 
recreate  an  adversary  relationship  between  the  two  countrips.  Therefore.  I 
consider  it  to  be  to  our  advantage,  and  in  accordance  with  the  thrust  of  the 
Treaty,  that  implementation  measures  be  passed  which  adeqitately  ensure 
United  States  control  of  the  Canal  operation  and  defense  but  which  do  not 
excessively  or  unnecessarily  project  that  control  over  the  Panamanian  govern- 
ment. 
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A  related  concern  is  that  extension  of  Title  VII  of  the  Civil  Service  Reform 
Act  to  non-U. S.  Department  of  Defense  employees,  as  proposed  in  Title  III  of 
the  implementation  bill.  HR  111,  would  violate  the  lan^iage  of  the  Agreement 
in  Implementation  of  Article  IV  of  the  Treaty  (the  Status  of  Forces  Agree- 
ment). That  language  provides  that  lahor-management  provisions  ".  .  .  shall 
conform  with  the  general  principles  contained  in  the  labor  laws  of  the  Republic 
of  Panama." 

A  related  concern  is  that  extension  of  Title  VII  of  the  Civil  Service  Reform 
Act  to  non-U. S.  Department  of  Defense  employees,  as  proiX)sed  in  Title  III  of 
the  implementati!)n  bill.  HR  111,  would  violate  the  language  of  the  Agreement 
in  Implementation  of  Article  IV  of  the  Treaty  (the  Status  of  Forces  Agreement). 
That  language  provides  that  labor-management  provisions  ".  .  .  shall  conform 
with  the  general  principles  contained  in  the  labor  laws  of  the  Republic  of 
Panama." 

Other  Matters  Pertaming  to  V.,^.  Forces  m  Panama. — During  your  visit,  I 
pointed  out  the  treaty-driven  relocations  of  military  units,  although  time  did 
not  permit  a  complete  discussion.  Therefore,  I  am  attaching  two  statements  I 
made  in  recent  testimony,  one  iiertaining  to  the  future  requirement  for  U.S. 
forces  in  Panama  (Enclosure  3)  and  the  other  on  our  military  construction 
requirement  now  being  addressed  in  the  fiscal  year  1980  Defense  Budget  (En- 
closure 4) .  I  hope  that  you  will  find  these  useful. 

I  appreciate  this  opportunity  to  provide  my  views  on  matters  that  are  central 
to  the  future  viability  of  the  security  and  defense  of  the  Panama  Canal. 
Sincerely, 

D.  P.  McAULIFFE, 

Lieutenant  General,  U.S.A., 

Commander  in  Chief. 

Extract  of  Statement  Made  by  Lt.   Gex.  D.  P.  McAuliffe,  Commander  in 

Chief,  U.S.  Southern  Command 

Subject :  Role  of  Panamanian  forces  in  canal  defense. 

At  the  outset  of  the  treaty  I  would  expect  Panama  to  make  a  visible,  if  smalt, 
commitment  to  canal  defense,  perhaps  by  assigning  one  or  more  of  the  present 
Guardia  infantry  companies  to  that  task,  and  stationing  them  in  the  facilities  to 
be  released  to  Panama  early  in  the  treaty  period,  such  as  the  troop  barracks  at 
Fort  Amador.  However.  I  believe  that  Panama  will  eventually  have  to  create 
additional  force  structure  for  that  purpose,  although  economic  and  other  con- 
siderations will  likely  limit  the  size  and  rate  of  growth.  A  combined  board  would 
be  established,  to  be  comprised  of  an  equal  number  of  military  officers  of  each 
country.  The  board  would  oversee  the  coordination  and  cooperation  pertaining 
to  defense  planning  involving  the  forces  of  both  countries.  It  should  be  noted 
that  this  is  not  to  be  a  directing  or  controlling  organization,  but  rather  a  coor- 
dinating one.  The  treaty  language  states  that  "combined  defense  arrangements 
will  not  inhibit  the  identity  or  lines  of  authority  of  the  two  armed  forces."  The 
other  and  indeed  controlling,  factor  is  that  the  United  States  would  retain  pri- 
mary responsibility  for  defense  to  the  year  2000  and  within  the  concept  of  com- 
bined defense.  There  have  been  many  indications  of  the  willingness,  and  even 
eagerness,  of  Panamanian  military  officers  to  engage  in  combined  trainins  with 
U.S.  forces  after  the  new  treaties  become  effective.  We  recognize  that  this  is  a 
sure  way  of  improving  the  defense  capabilities  of  their  forces  so  that,  by  the 
year  2000.  they  will  be  better  equipped  to  assume  the  canal  defense  mission.  This, 
I  believe,  is  an  important  incentive  for  their  cooperation. 

The  United  States  has  other  means  available  to  it  to  enhance  the  military 
capabilities  of  the  Guardia  Xacional.  Panamanian  military  personnel  receive 
training  in  the  United  States  and  in  our  Spanish-language  military  schools 
in  the  Canal  Zone,  and  these  activities  will  continue.  After  treaty  ratification, 
we  would  considerably  expand  our  day-to-day  collaboration  with  the  Guardia, 
especially  in  the  areas  of  combined  training  for  canal  defense  and  cooperative 
use  of  traininc:  areas  and  facilities.  Also.  Ibere  is  the  matter  of  materiel  assistance 
to  the  Guardia.  As  you  know,  there  is  a  commitment  outside  the  treaty  to  issue 
no  million  dollars  of  credit  guarantees  under  the  foreign  military  sales  pro- 
gram to  facilitate  loans  to  Panama  over  a  ten  year  period  to  finance  the  purchn.se 
of  defense  articles  and  services.  Although  the  extent  to  which  Panama  might 
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avail  itself  of  this  loan  opportunity  is  miknown,  Panamanian  ofRcials  have  stated 
pubUcIy  they  are  less  interested  in  weapons  than  they  are  in  equipment  and 
supplies  for  nation-building  programs  such  as  bridge-building.  I  anticipate,  there- 
fore, that  they  would  seek  the  purchase  of  materiel  such  as  construction  equip- 
ment for  use  by  military  engineer  units  in  improving  road  nets  in  rural  areas, 
and  additional  transport  aircraft,  such  as  the  C-130,  which  can  serve  both  mili- 
tary and  nation-building  purposes.  However,  with  a  price  tag  for  the  C-130 
running  at  10  or  11  million  dollars  each,  they  may  find  themselves  with  a 
pi'oblem,  as  we  all  do,  of  reconciling  what  they  would  like  to  have  with  what 
their  national  budget  can  support. 

When  I  evaluate  all  these  factors,  representing  the  Guardia's  present  and 
potential  capabilities,  I  conclude  that  the  concept  of  combined  defense  is 
viable,  that  is,  it  can  be  made  to  work  on  a  cooperative  basis,  that  it  will 
enhance  a  close  working  relationship  between  United  States  and  Panamanian 
forces,  that  it  can  be  applied  effectively  in  protecting  the  canal  and  its 
^iial  installations,  and  that  the  United  States  will  be  able  to  maintain  a 
controlling  influence.  As  the  primary  defender  of  the  canal,  the  U.S.  would 
still  be  expected  to  take  whatever  action  necessary  to  insure  an  adequate 
defense. 

Following  Statement  Extracted  From  Letter  of  Brigadier  General  Richard 
W.  Anson,  Commander,  193d  Infantry  Brigade  (Canal  Zone)  to  the  Com- 
mander, U.S.  Army  Forces  Command,  10  April  1979 

Subject :  Cooperation  of  Panamanian  Forces. 

Back  or  nun  (I:  During  the  period  12  January  to  21  February  1979,  the  193d 
Infantry  Brigade  conducted  a  series  of  battalion-level  field  training  exercises  at 
one  of  the  principal  training  bases  of  the  Panamanian  armed  forces,  Rio  Hato, 
located  about  70  miles  west  of  the  Canal  Zone  on  the  Pacific.  Over  100  Panama- 
nian military  personnel  participated  in  various  support  roles,  assisting  the  brig- 
ade, such  as  military  police  and  communications,  and  also  as  observers.  The 
brigade  exercise  was  a  success.  It  marked  the  first  time  in  five  years  that  U.S.  mili- 
tary units  had  been  permitted  to  use  a  Panamanian  base  for  military  training. 
This  was  (and  is)  a  reflection  of  the  increasingly  cooperative  relationship  between 
U.S.  and  Panamanian  forces  since  tlie  ratification  of  the  Canal  Treaties. 

General  Anson's  statement:  "*  *  *  Our  interface  with  all  elements  of  the 
GN  was  of  the  higliest  professional  order.  I  was  impressed  with  the  positive 
attitude  and  interest  displayed  by  the  members  of  the  GN  (the  Panamanian 
forces)  who  worked  closely  with  our  Brigade,  and  we  were  visited  on  numerous 
occasions  by  members  of  the  GN  General  Staff,  including  the  Chief  of  Staff, 
Colonel  Florez.  I  have  great  expectations  that  the  friendships  and  mutual  respect 
gained  as  a  result  of  the  Rio  Hato  exercise  will  be  most  beneficial  to  us  in  the 
months  ahead  *  *  *." 


Statement  op  Lieutenant  General  D.  P.  McAuliffe,  Commander  in  Chief, 
United  States  Southern  Command,  In  Response  to  Question  During  Hear- 
ing OF  Military  Construction  Subcommittee  of  the  House  Armed  Services 
Committee,  27  March  1979 

Subject :  Requirement  for  U.S.  Forces  in  Panama. 

General  McAuliffe' s  response:  U.S.  Forces  in  the  Panama  Canal  area  have, 
as  their  primary  mission,  the  protection  and  defense  of  the  Panama  Canal  and 
of  U.S.  installations  and  personnel  in  that  area.  These  forces,  totaling  approxi- 
mately 9,400  military  personnel  of  all  the  Military  Services,  but  with  the  bulk 
in  the  Army  component,  the  193d  Infantry  Brigade,  have  an  adequate  mix  of 
capabilities  to  be  able  to  fulfill  that  mission  against  a  range  of  threats  as  have 
been  experienced  in  Panama  over  the  past  four  years,  such  as  civil  disturbances, 
sabotage,  and  guerrilla  action.  It  has  been  necessary  throughout  that  period  to 
rely  on  rapid  reinforcement  from  CONUS  to  handle  any  more  extensive  threats 
that  might  arise.  Our  forces  now  in  place  provide  a  secure  base  to  receive  the 
deployment  of  these  ausmentation  elements. 

The  Panama  Canal  Treaty  makes  it  clear  that,  from  the  time  the  Treat.v  takes 
effect  on  1  October  1979  to  the  year  2000,  the  United  States  will  continue  to  bear 
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the  primary  responsibility  for  the  protection  and  defense  of  the  Panama  Canal, 
under  the  terms  of  that  Treaty.  It  is  intended  that  the  defense  mission  will  con- 
tinue to  be  carried  out  during  the  treaty  years  by  a  tactical  force  deployed  across 
the  Isthmus  of  Panama,  astride  vital  Canal  installations,  and  sufficiently  capable 
of  containing  threats  to  the  Canal  and  to  U.S.  installations,  both  foreseen  and 
unforeseen,  while  also  maintaining  a  responsive  capability  for  force  reinforce- 
ment from  the  United  States  to  defeat  extensive  threats,  particularly  any  in- 
volving a  hostile  third  country. 

The  Treaty  also  prescribes  a  combined  defense  arrangement  between  the  forces 
of  Panama  and  the  United  States,  designed  to  involve  Panama  directly  in  Canal 
defense,  and  to  prepare  Panamanian  forces  to  assume  the  complete  defense  mis- 
sion by  the  year  2000.  It  should  be  noted  that  Panamanian  forces  are  primarily  a 
police  organization  with  minimal  tactical  capabilities.  They  could  handle  internal 
disorders  that  threaten  the  Canal,  but  are  not  capable  of  defending  against  a 
well-organized  outside  force.  It  is  expected  that  Panama  will  develop  and  dedi- 
cate some  force  elements  to  the  combined  defense  mission  on  1  October  of  this 
year  but  that,  because  of  economic  problems,  additional  force  commitments  neces- 
sary to  assume  a  larger  defense  role  will  likely  be  delayed  for  several  years.  It 
is  contemplated  that,  in  the  years  ahead,  as  Panama  contributes  forces  that  are 
adequately  equipped  and  trained  for  defense  of  the  Canal  and  Canal  facilities, 
U.S.  force  capabilities  may  be  partially  cut  back  to  balance  such  commitments. 
There  is  provision  made  in  the  Treaty  for  periodic  bilateral  reviews  of  defense 
matters,  to  include  the  force  necessary  for  Canal  defense. 

Looking  ahead  at  the  threat  to  the  Canal  and  to  U.S.  interests  in  the  Panama 
Canal  area,  it  is  necessary  to  consider  the  history  of  political  instability  of  Pan- 
ama that  has  frequently  resulted  in  civil  disorders  and  rioting,  some  of  which 
have  threatened  the  Caiial.  The  potential  for  instability  is  expected  to  continue 
for  the  foreseeable  future;  moreover,  the  currently  adverse  economic  situation 
in  the  country  can  exacerbate  that  threat  now  and  so  long  as  it  affects  the  coun- 
try in  the  future.  There  is  another  factor  of  serious  concern,  the  terrorism  and 
guerrilla  threat  prevalent  in  many  parts  of  Central  America  that  may,  in  the 
future,  be  transferred  to  Panama  and  the  Canal  area.  These  factors  dictate  the 
need  to  maintain  an  adequate,  flexible  U.S.  force  presence  in  the  Canal  area, 
to  the  year  2000,  capable  of  acting  respon.sively  in  cooperation  with  Panamanian 
forces,  or  nnilaterally  in  the  event  that  Panamanian  forces  are  not  available  or 
are  diverted  to  other  tasks.  Canal  defense  cannot  be  a'^complished  solely  by  forces 
based  in  the  United  States.  Both  the  geography  of  the  Isthmus  and  its  distance 
from  the  United  States  make  it  imperative  that  U.S.  Forces  be  stationed  in 
Panama  for  as  long  as  the  U.S.  retains  primary  responsibility  for  Canal  defense. 
Military  units  stationed  in  the  Panama  Canal  area  train  constantly  in  its  sur- 
rounding .ivmgle.  Their  familiarity  v:ith  and  expertise  in  the  terrain  enable  them 
to  operate  effectively  in  that  environment.  Forces  based  in  the  United  State.s 
would  1)6  at  a  ma.ior  disadvantage.  Further,  even  If  forces  based  in  the  United 
States  could  respond  to  a  threat  in  a  very  few  hours,  those  few  hours  would  be 
all  that  would  be  needed,  in  the  absenr^e  of  in-place  deterrent  forces,  for  a  deter- 
mined enemy  to  elfectively  damage  or  destroy  the  Canal. 

U.S.  Forces  in  Panama  are  also  considered  by  the  countries  of  Central  Amer- 
ica, the  Caribbean,  and  those  in  the  northern  part  of  Sr>uth  America,  to  be  a 
regional  stabilizing  element  and  a  deterrent  to  aggression  by  any  predator  nation. 
In  this  connection,  current  and  future  Cnban  force  car^abilities  and  known  activi- 
ties are  a  matter  of  serious  concern  to  the  leaders  of  many  of  those  countries. 

In  terms  of  the  military  construction  requirements  pre.sently  being  considered 
(hy  this  committee),  none  would  be  affer'ted  by  an  early  troop  reduction  there. 
The  force  elements  being  disloeated  by  the  T'-eatv  are  those  nrovidiner  the  essen- 
tial capabilities  of  command  and  control,  intelligence,  and  tactical  mobility. 
These  capabilities  will  be  required  so  long  as  there  are  U.S.  forces  dei)loyed  in 
Panama  for  Canal  defense,  no  matter  what  the  overall  size  of  the  force.  These 
unique  force  elements  also  require  constrnction  funding  submitted  in  the  fiscal 
year  1979  Supplemental  and  fiscal  year  19S0  Pudf.et  (totaling  ."^.S.'.T  million). 
With  these  facilities,  looatod  on  or  near  the  v'tnl  farilities  of  the  Canal,  our  forces 
will  be  able  to  react  quickly  to  any  threat  that  might  arise  to  its  continued  effi- 
cient operation. 
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Statement  of  Lt.  Gen.  D.  P.  McAuliffe,  Commander  in  Chief,  U.S.  Southern 
Command,  in  Response  to  Question  During  Hearing  of  Military  Construc- 
tion Subcommittee  of  the  House  Armed  Services  Committee,  March  27, 1979 

Subject :   Military  Construction  Requirement  for  U.S.  Forces  in  Panama. 

Question:  What  would  happen  if  we  (the  Congress)  did  not  authorize  the  mili- 
tary construction  money  you  are  asking  for?  (Note:  The  amounts  of  $29.7  and 
$6.0  million  were  requested  in  the  fiscal  year  1979  Supplemental  and  fiscal  year 
1980  DOD  Budget,  respectively. ) 

General  McAvUffe's  response:  There  would  be  a  very  clear  degradation  of  our 
operational  readiness.  Since  there  has  been  authorized  and  are  being  expended 
$10.9  million  due  to  the  action  taken  by  the  Secretary  of  Defense  last  November, 
work  on  the  taxiway  and  on  some  of  the  initial  helicopter  pads  at  Howard  Air 
Force  Base  will  be  completed,  so  that  we  expect  at  least  to  be  able  to  park  the 
approximately  40  helicopters  of  the  aviation  battalion  at  Howard,  even  though 
the  bulk  of  the  battalion  itself,  those  elements  necessary  to  administer  and  sup- 
port those  helicopters,  will  be  spread  in  several  locations  on  the  other  side  of  the 
Canal. 

In  a  nutshell,  sir,  if  there  were  no  additional  military  construction  funds 
authorized,  we  would  have  a  calamity  there  in  terms  of  simply  the  basic  comfort 
and  living  and  working  conditions  for  hundreds  of  military  personnel  and  some 
civilian  employees  as  v.-ell.  We  would  have  an  untenable  situation  in  sustaining 
the  command  and  control  of  our  ground  force  in  Panama.  We  would  have  a 
serious  resultant  deficiency  in  our  military  intelligence  capability,  so  neces- 
sary for  our  operational  effectiveness.  And  we  would  be  strapped  with  what  I 
would  regard  as  unsatisfactory  reaction  times  on  the  part  of  the  tactical  mobility 
capability  needed  for  that  brigade  in  facing  contingencies  in  the  Panama  Canal 
area. 

Additionally,  we  would  be  unable  to  assume  and  carry  out  the  postal,  medical, 
school  and  personnel  support  functions  to  be  transferred  to  DOD  elements,  that 
are  so  important  to  the  morale  and  welfare  of  our  military  personnel  and  theil 
families. 

[Questions  with  answei-s  supplied  follow :] 

Questions   Submitted  by   Senator  John   C.    Stennis,   Answers   Supplied  by 

Hon.  H.  R.  Parfitt 

Question.  Governor  Parfitt.  I  wonder  if  you  could  give  us  a  report  on  the  state 
of  transition  planning  in  thu  Canal  Zone.  Are  the  Panamanians  going  to  be  ready 
to  assume  important  jobs  such  as  operating  the  railroad  and  the  ports  by 
October  1st? 

Answer.  By  way  of  backjrround.  bilateral  planning  was  initiated  by  the  Canal 
organization  with  Panama  through  a  joint  high  level  working  group  and  a  set 
of  23  joint  subcommittees  which  would  study  specified  areas  of  mutual  concern. 
There  is  a  separate  action  plan  developed  by  the  Canal  agencies  which  covers  the 
implementation  of  other  Treaty  provisions  that  involve  the  Canal  agencies  alone 
or  that  are  of  mutual  interest  to  the  Panama  Canal  organization  and  the  Depart- 
m.ent  of  Defense  such  as  the  transfer  of  education  and  health  fun  lions  from  the 
Canal  organization  to  that  department.  Considerable  coordination  with  other 
U.S.  Government  agencies  has  been,  and  is  being,  accomplished  in  all  areas  of 
our  transition  planning. 

Generally  speaking,  implementation  planning  is  proceeding  well.  We  are 
pleased  with  overall  progress  and  the  spirit  of  cooperation  that  exists  in  the  bi- 
national  subcommittees.  However,  there  is  cause  for  concern  in  the  port,  marine 
bunkering,  and  railroad  functions,  where  I  believe  planning  for  the  transfer  of 
responsibilities  has  generally  fallen  behind.  This  apprehension  arises  primarily 
from  the  fact  that  Panamanian  ofiicials  only  recently  accepted  the  fact  that  the 
current  U.S.  Government  work  force  would  not  transfer  to  that  Government  with 
the  functions  as  an  intact  organization.  (This  is  true  because  most  of  the  em- 
ployees currently  associated  with  these  functions  are  affected  by  reduction-in- 
force,  which,  as  you  know,  affords  career  U.S.  Government  employees  with  cer- 
tain protections.)  As  a  result,  Panamanian  port  officials  are  only  now  making  a 
concerted  effort  to  recruit  skilled  personnel  for  the  port  and  railroad  activities. 
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It  also  appears  that  the  U.S.  Government  may  be  asked  to  furnish  additional 
loan  labor  (on  a  fully  reimbursable  basis),  a  condition  that  is  contemplated  in 
the  Panama  Canal  Treaty.  The  Canal  organization  has  already  been  asked  by 
the  Government  of  Panama  to  perform  various  support  services  wliich  are  pres- 
ently furnished  by  Panama  Canal  service  organizations. 

Of  concern  to  the  Canal  organization  also  is  the  absence  of  authority  to  expend 
funds  for  treaty  implementation  actions  such  as  the  critical  relocation  of  activi- 
ties from  facilities  to  be  turned  over  to  Panama  on  October  1.  This  circumstance 
is  expected  to  lead  to  increased  costs  and  some  disruption  of  certain  continuing 
U.S.  Government  operations. 

Question.  I  know  that  the  Administration  had  hoped  to  have  implementing 
legislation  in  place  by  June  in  order  to  reduce  tlie  uncertainty  faced  by  our  em- 
ployees in  Panama.  What  is  their  mood,  in  general,  and  how  have  they  reacted 
to  recent  events  in  the  Congress  ? 

Answer.  As  I  indicated  at  the  outset  of  my  testimony,  employee  morale  is  low 
and  all  are  eager  to  see  an  end  to  this  phase  of  the  treaty  process.  They  are  dis- 
traught with  the  frustrations  and  disiippointments  occasioned  by  proposed 
changes  and  challenges  to  what  they  consider  to  be  reasonable  employee  ri.irhts, 
benefits,  and  protections.  The  conditions  are  ripe  for  serious  problems  anion?  our 
work  force.  Fortunately,  the  House  of  Representatives  in  its  recently  concluded 
consideration  of  H.R.  Ill  approved  that  bill  and  defeated  attempts  to  modify  some 
of  the  most  important  employee  provisions.  This  was  a  tonic  to  workers  in  the 
Canal  Zone,  and  for  some  the  only  good  news  they  have  had  in  a  long  time. 

As  to  the  uncertainty  caused  by  not  yet  having  implementing  legislation  en- 
acted, it  is  extremely  diiiScult  to  keep  employees  motivated  to  do  a  good  job  be- 
tween now  and  October  1,  when  they  are  uncertain  as  to  what  their  future  will 
be  at  that  point  in  time.  The  very  operation  of  the  Canal  is  jeopardized  because 
of  employee  uncertainty  and  the  earlier  it  can  be  dispelled,  the  better  for  all 
concerned.  I  would  therefore  hope  that  a  clear  signal  from  the  Senate  could  be 
given  the  employees  as  soon  as  possible  as  to  what  the  legislation  will  contain 
concerning  their  terms  of  employment. 

Question.  How  have  they  reacted  to  the  difficult  transition  tasks  that  you  have 
undertaken  during  tliis  last  year? 

Answer.  In  order  to  cope  with  the  enormity  of  the  impact  on  our  organization 
of  the  changes  that  the  treaty  will  bring  about,  we  initiated  internal  treaty  imple- 
mentation planning  shortly  after  the  treaties  were  signed  in  September  1977.  As 
you  may  appreciate,  this  planning  involved  myriad  factors.  It  eventually  also 
became  necessary  to  begin  to  interface  with  Panama,  which  led  to  the  formation 
of  a  Binational  Working  Group  made  up  of  23  joint  working  subcomittees.  This 
phase  of  the  treaty  planning  effort  has  turned  out  to  be  an  extremely  complex 
and  demanding  endeavor  which  required  the  active  participation  of  Canal  em- 
ployee's at  all  levels  and  from  every  component  of  the  organization.  Finally,  there 
has  been  the  requirement  to  contribute  to  the  development  and  preparation  of 
the  proposed  implementing  legislation. 

Pervading  this  entire  planning  effort  is  the  requirement  to  maintain  operations 
and  perform  our  assigned  mission.  The  same  employees  who  have  been  called 
on  time  and  again  for  the  different  phases  of  the  planning  processes,  also  con- 
tinue to  perform  their  normal  operational  responsibilities.  It  is  not  too  difficult 
to  appreciate  the  tremendous  physical  and  emotional  strain  that  this  has  placed 
on  the  individuals  who  make  up  the  Canal  work  force.  I  am  proud  to  be  able  to 
say  that  our  employees  have  continued  to  perform  their  jobs  with  remarkable 
efficiency  and  dedication,  considering  the  circumstances. 

Question.  The  Administration  bill  continues  the  government  corporation  form 
for  the  Panama  Canal  Commission  and  I  understand  that  you  support  that 
decision.  As  you  know,  some  have  suggested  that  the  Commission  revert  to  its 
pre-inni  status  as  an  appropriated  funds  agency.  What,  in  your  view,  are  the 
advantages  of  the  corporate  form  for  operating  the  Canal  V 

Answer.  I  see  several  important  advantages  in  retaining  the  corporate  form  of 
structure  for  the  Canal.  From  the  standpoint  of  the  operator  of  the  Canal,  the 
corporate  form  provides  management  with  the  financial  flexibility  it  needs  to 
effectively  respond  to  changing  business  conditions.  The  appropriated  fund  form 
does  not  provide  the  same  degree  of  flexibility  and,  in  my  judgment,  its  applica- 
tion to  the  Canal  operation  can  only  serve  to  erode  efficiency  and  productivity. 

Another  major  advantage  I  foresee  from  retaining  the  corporate  structure  for 
the  Canal,  is  that  it  will  promote  continuity  of  operations  during  a  period  when 
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the  Canal  organization  will  be  undergoing  a  period  of  drastic  changes  brought 
about  by  the  Treaty.  The  treaty  requirements  are  disruptive  enough  without 
further  burdening  the  organization  by  imposing,  at  this  very  critical  point  in 
time,  a  change  in  the  financial  structure  that  goes  to  the  very  heart  of  the 
operation. 

From  the  standpoint  of  the  taxpayer,  the  corporate  form  with  its  requirement 
that  the  Canal  operate  from  its  own  financial  resources  provides  the  best  assur- 
ance that  the  Canal  will  continue  to  be  self-sufficient  and,  therefore,  independent 
of  taxpayer  subsidy. 

Question.  Since  1951,  I  understand  that  the  Board  of  Directors  of  the  Company 
has  usually  consisted  of  private  citizens  with  business  experience.  More  recently, 
however,  the  Board  has  been  made  up  of  cabinet  officers  from  various  depart- 
ments. We  would  like  your  candid  views  of  the  advantages  of  these  two  systems. 

Answer.  I  have  operated  at  the  Canal  under  both  sets  of  circumstances  and 
have  found  that  both  have  been  adequate.  The  advantage  to  the  private  business 
sector  is  that  you  get  a  wider  range  of  views  and  you  get  innovative  thinking 
in  some  areas,  sometimes  different  from  the  administration  team  concept.  On  the 
other  hand,  it  is  a  little  easier  to  get  unanimity  in  decision  with  those  who  are 
all  from  the  Administration. 

Given  the  mixed  composition  of  the  Panama  Canal  Commission's  Board,  which 
will  be  made  up  of  five  United  States  citizens  and  four  Panamanians,  preference 
should  be  given,  in  my  judgment,  to  the  Administrati'>n  team  concept  because  of 
the  importance  of  being  able  to  rely,  on  any  given  issue,  on  a  vote  which  is  con- 
sistently in  the  best  interest  of  the  United  States. 

Question.  Is  it  likely  that  Board  members  from  private  life  will  be  more  active 
participants? 

Answer.  In  my  experience,  the  attendance  has  been  better  with  the  private 
citizen  group. 

Qurafinn.  Governor,  we  understand  that  the  Canal  has  had  a  very  good  year 
and  that  revenues  are  strong  at  the  moment.  What,  in  your  view,  is  the  outlook 
for  traffic  in  the  next  few  years? 

Answer.  While  we  anticipate  tolls  revenue  in  fiscal  year  1979  to  be  nearly  8.0 
l^^rccnt  above  that  of  the  prior  year,  traffic  has  been  considerably  below  our 
projected  levels. 

At  the  outset  of  fiscal  year  1979,  our  estimate  of  tolls  revenue  for  the  year  was 
$224.6  million,  including  $26.5  million  expected  to  be  generated  by  North  Slope 
oil  movements.  A  series  of  events  during  the  year,  including  the  Iranian  prob- 
lem, OPEO  price  hikes,  temporary  trans-Alaska  pipeline  shutdowns,  and  the 
shipment  of  some  oil  around  South  America  in  foreign  flag  VLCC's.  have  resulted 
in  sharply  lower  shipments  of  North  Slope  oil  through  the  Canal.  It  now  appears 
that  tolls  revenue  generated  by  this  trade  could  be  approximately  $6.8  million 
below  our  earlier  estimate  for  the  year,  reaching  no  more  than  $19.7  million. 

In  addition,  in  recent  months  other  cargo  shipments  have  not  been  performing 
as  well  as  projected.  Grain  >^hipments,  in  particular,  have  been  substantially 
lower  than  the  first  half  of  the  year  and  the  average  size  of  transiting  vessels 
is  somewhat  smaller  than  previously  estimated. 

As  a  result  of  these  developments,  our  estimate  of  tolls  revenue  for  fiscal  year 
1970  has  been  revised  to  $210.8  million. 

Despite  the  lower  than  expected  traffic  levels  during  1979,  moderate  increases 
are  projected  tliroTgh  fiscal  year  1082.  Tolls  revenue  is  estimated  to  rise  approxi- 
mately 4.8  percent  in  1980  to  $221.0  million,  increasing  to  $231.6  million  in  1981 
and  $236.6  million  in  1982. 

Question.  How  dependent  is  the  Canal's  current  prosperity  on  the  passage  of 
North  Slope  oil? 

Answer.  Through  the  first  nine  months  of  fiscal  year  1979,  North  Slope  oil 
traffic  generated  approximately  $16.1  million,  which  accounted  for  about  10.2 
percent  of  our  tolls  revenue  during  that  i>eriod.  We  now  estimate  tolls  from  this 
trade  to  reach  $19.7  million  by  the  end  of  fiscal  year  1979  or  approximately  9.4 
percent  of  our  total  tolls  revenue. 

Our  current  forecast  for  fiscal  year  1980  estimates  total  tolls  revenue  at  $221.0 
million,  of  which  $20.0  million  or  about  9  percent  is  anticipated  to  be  related  to 
the  North  Slope  oil  trade.  Loss  of  this  traffic  would  require  an  additional  increase 
in  tolls.  ( Under  S.  1024  tolls  increase  would  go  from  $19.1  percent  to  28.6  percent 
and  under  H.R.  Ill  from  33.8  percent  to  44.9  percent.)' 
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Question.  What  would  be  the  effect  on  your  currently  proposed  toll  increase  of 
22  percent  for  October  if  we  were  to  assume  no  North  Slope  oil  during  the  next 
three  years? 

Answer.  Under  the  assumption  that  we  lose  all  North  Slope  oil  traffic  our  total 
revenue  estimates  for  the  year  19S0-19S2,  contained  in  our  "Proposal  to  Increase 
Tolls,"  March  1979,  would  be  reduced  by  $67.2  million.  This  would  represent 
about  9.5  percent  of  our  total  tolls  revenue  forecast  for  that  three  year  period. 

The  resulting  percent  increase  in  toll  rates  required  to  cover  our  revenue  de- 
ficiency would  rise  from  21.8  percent  to  31-9  i>ercent.  It  is  possible  that  some  im- 
provement could  be  made  in  these  figures  to  the  extent  that  some  workload  re- 
lated costs  could  be  shed. 


Questions   Submitted  by   Senator  John   C   Stennis,  Answers   Supplied  by 

Lt.  Gen.  Dennis  P.  McAuliffe 

RELATIONSHIP  WITH  PANAMANIAN  FORCES 

Senator  Stennis.  General  McAuliffe.  you  testified  at  length  last  year  before 
this  Committee  on  the  prospects  for  joint  defense  of  the  Canal  with  the  Panama 
National  Guard.  ?\ow  that  the  transition  period  is  upon  us,  how  is  your  relation- 
ship with  the  Panamanian  forces? 

General  McAitt^iffe.  I  would  say  that  we  have  been  working  well  with  the 
Panamanian  National  Guard  throughout  this  elapsed  period  of  transition.  They 
are  very  desirous  of  fulfilling  their  role  imder  the  treaty.  The  working  groups  of 
the  pre-combined  board  and  joint  committee  have  been  conducting  daily  coordi- 
nation, which  includes  contacts  with  both  military  and  civilian  counterparts.  I 
am  greatly  plea.^ed  with  the  spirit  of  friendly  cooperation  we  have  met  on  all 
contacts  and  find  it  encouraging  for  the  future. 

MILITARY  OFFICER  IN  CONTROL  OF  CANAL  OPERATIONS 

Senator  Stennis.  General,  it  has  been  suggested  that  the  provision  in  present 
law  allowing  the  President  to  appoint  a  military  officer  to  control  the  operation 
of  the  Canal  in  wartime,  a  provision  this  bill  rer>eals,  is  necessary  for  the  defense 
of  the  Canal.  What  is  your  view  on  that  question? 

General  McAuliffe.  With  the  Panama  Canal  Commission  under  the  direction 
of  the  Secretary  of  Defense  and  with  the  United  States  enjoying  a  majority  of 
five  of  the  nine  members  of  the  Board  of  Directors,  the  United  States  is  assured 
of  suflScient  conti'ol  over  canal  operations  without  having  a  senior  military  ofii- 
cer  actually  assuming  .such  control.  I  foresee  no  difficulty  with  the  continuance 
of  the  exi.sting  cooperative  arrangements.  The  Senior  U.S.  Military  Commander 
and  the  Senior  U.S.  Ofl5cial  of  the  Commission  would  operate  within  the  same 
command  structure  as  we  do  now,  and  emergencies  would  be  resolved  in  much 
the  same  manner. 

The  assumption  of  control  of  operations  of  the  Canal  by  a  United  States  mili- 
tary oflBcer  would  effectively  exclude  the  Republic  of  Panama  from  participa- 
tion in  the  Canal  operations,  even  if  they  were  allied  with  us.  This  would  be 
viewed  as  a  violation  of  the  basic  premise  of  the  treaty  which  is  that  of  a  part- 
nership between  the  United  States  and  Panama  for  the  operation  and  defense 
of  the  Canal.  The  action  of  placing  a  military  officer  in  control  of  the  Canal 
would  jeopardize  the  very  security  of  the  Canal  which  the  treaties  are  designed 
to  guarantee. 

canal  security 

Senator  Stennis.  In  your  opinion,  does  the  treaty  provide  the  necessary  au- 
thority for  the  United  States  to  counter  threats  to  the  security  of  the  Canal  until 
the  year  2000?  After  the  year  2000? 

General  McAuliffe.  The  treaty  provide.s  that  the  United  States  has  primary 
defense  responsiliility  until  the  year  2000.  It  is  envisioned  that  the  defense  mis- 
sion will  continue  to  be  carried  out  by  a  tactical  force  deployed  across  the  Isth- 
mus, astride  vital  Canal  installations  in  the  Canal  area.  We  will  act  in  concert 
with  the  Panama  National  Guard  to  assui-e  security,  or  iniilaterally  in  the  event 
Panamanian  forces  are  not  available  or  are  directed  to  other  tasks. 
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The  Treaty  of  Permanent  Neutrality  and  Operation  of  the  Panama  Canal 
states  that  "The  United  States  and  the  Republic  of  Panama  agree  to  maintain 
the  regime  of  neutrality  established  in  this  Treaty,  which  shall  remain  perma- 
nently neutral,  notwithstanding  the  termination  of  any  other  treaties  entered 
into  by  the  two  contracting  parties."  The  regime  of  neutrality  established  is :  a 
secure'  canal,  open  to  vessels  of  all  nations,  without  discrimination  concerning 
conditions  or  charges  of  transit.  The  United  States  commits  itself  to  ensuring 
that  the  canal.  .  . .  "shall  remain  secure  and  open  to  peaceful  transit  by  the  vessels 
■of  all  nations."  The  agreement  "to  maintain"  the  Canal's  neutrality  naturally 
permits  the  parties  to  decide  upon  the  specific  measures  to  maintain  this  neu- 
trality. But  it  equally  permits  either  party  to  decide  upon  and  to  take  the  steps 
it  deems  necessary  to  defend  and  protect  the  Canal,  in  order  to  maintain  the 
Canal's  neutrality.  Absolute  security  for  the  Panama  Canal  cannot  be  guaranteed 
by  U.S.  Forces  based  in  the  continental  United  States.  Although  we  have  ele- 
ments that  could  be  deployed  to  Panama  in  a  very  few  hours,  that  time  would 
be  all  a  determined  enemy  force  would  need  to  damage  or  destroy  vital  Canal 
facilities  and  effectively  interrupt  its  operation.  We  must  depend  on  Panama  to 
provide  the  initial  defense.  General  Torrijos  summed  up  the  matter  the  evening 
of  September  7,  1977,  during  the  signing  ceremony,  when  he  said,  "We  are 
agreeing  to  a  Treaty  of  Neutrality  which  places  us  under  the  umbrella  of  the 
Pentagon."  I  think  those  words  speak  for  themselves. 

IMPLEMENTING  LEGISLATION,   CANAL  SECURITY 

Senator  Stennis.  General,  in  your  opinion,  does  the  smoothness  of  the  imple- 
mentation process  and  the  specific  provisions  of  the  implementing  legislation 
affect  the  security  of  the  Canal? 

General  McAuliffe.  A  smooth  process  of  transition  to  the  new  treaty  arrange- 
ments will  enhance  the  security  of  the  Canal  for  it  will  stren(gthen  the  mutual 
confidence  of  the  forces  committed  to  combined  defense  of  the  canal,  and  con- 
tribute also  to  a  peaceful  and  harmonious  turn-over.  If  the  provisions  of  the 
implementing  legislation  do  not  satisfy  Panamanian  expectations,  we  could  be 
faced  with  civil  disturbances  which  would  affect  the  security  and  operation  of  the 
Canal,  and  in  turn  lead  to  a  more  serious  threat  that  could  require  us  to  call  for 
reinforcements  from  the  United  States. 

LEVEL   OF   us    FOKCES 

Senator  Stennis.  Do  you  anticiapte  that  the  level  of  U.S.  Forces  would  decline 
over  the  life  of  the  treaty  ? 

General  McAuliffe.  As  I  have  stated  earlier,  the  current  USSOUTHCOM  struc- 
ture has  been  developed  over  a  period  of  years  and  contains  an  adequate  mix  of 
capabilities  from  all  the  Services  to  accomplish  our  mission  of  primary  respon- 
sibility for  Canal  defense.  The  Panamanian  National  Guard  is  primarily  a  police 
organization  with  limited  tactical  capability.  The  additional  force  development 
necessary  for  Panama  to  assume  a  larger  share  of  Canal  defense  responsibility 
may  be  several  years  away.  We  will  undoubtedly  want  to  reduce  the  U.S.  force 
structure  somewhat  as  the  Panamanian  contribution  to  Canal  defense  grows. 
However,  the  U.S.  should  maintain  a  visible,  credible,  and  flexible  tactical  force 
in  Panama  for  as  long  as  we  have  primary  responsibility  for  Canal  defense.  It 
would  be  premature  to  pre-judge  that  now.  It  would  be  preferable  to  address  the 
adjustment  of  force  levels  during  the  periodic  bilateral  reviews  provided  for  by 
the  treaty  and  fully  integrate  them  into  the  schedule  for  turning  over  real  estate 
and  facilities  during  the  life  of  the  treaty. 


Questions  Submitted  by  Senator  John  Towee,  Answers  Supplied  by  Hon. 

H.  R.  Parfitt 

Question.  Governor  Parfitt,  on  October  1  the  railroad  and  the  port  authorities 
currently  operated  by  the  Canal  Company  go  over  to  Panama.  What  do  you  esti- 
mate the  annual  cost  to  the  Canal  for  the  services  which  we  will  now  have  to  buy 
back  from  Panama? 


216 

Answer.  We  are  currently  estimatin?  that  these  services  will  cost  the  Panama 
Canal  Commission  $3,757,000  in  1980  and  $4,001,000  in  19S1.  The  following  table 
identifies  the  areas  of  the  costs  : 

1980  1981 

Railroad  passenger  services 580  $80 

Railroad  freight  and  other  services 979  1,  027 

Port  services 2.698 2^ 

Total 3,757  4,001 


Included  in  the  port  service  charges  of  $2,698,000  and  $2,894,000  is  the  cargo 
carried  for  the  military  in  the  amounts  of  $1,050,000  and  $1,207,000,  respectively. 

Question.  Has  any  agreement  been  negotiated  that  these  costs  will  be  within  5 
or  10  percent  of  the  current  cost  to  the  Canal  Company? 

Answer.  No  agreement  has  been  negotiated  with  Panama  on  the  rate.^  for  the 
use  of  railroad  and  port  facilities.  The  estimates  for  1980  and  1981  are  based  upon 
the  Panama  Canal  Company's  current  commercial  rates  plus  a  factor  for  cost 
escalation. 

Question.  Is  it  your  opinion  that  Panama  will  be  able  to  provide  the  services 
at  the  same  or  near  the  level  of  competence  provided  when  they  were  under  the 
control  of  the  Canal  Company? 

Answer.  I  think  it  would  be  fair  to  say  that  the  transfer  to  Panama  of  the 
responsibility  for  the  provision  of  these  services  may  result  in  some  transitory 
degradation  of  service.  Panama  has  requested  the  support  of  the  Panama  Canal 
Commission  in  a  number  of  areas  on  a  reimbursable  basis.  We  will  seek  the  nece.s- 
sary  budget  revisions  and  personnel  adjustments  in  order  to  respond  favorably 
to  these  requests.  If  we  are  successful,  such  assistance  should  help  to  avoid  the 
possibility  of  significant  declines  in  the  level  and  quality  of  services. 

Question.  How  does  inclusion  of  early  retirement  and  interest  payments  in  the 
toll  ba.se  impact  on  expected  toll  levels? 

Answer.  Based  on  the  latest  information  from  the  Office  of  Personnel  Manage- 
ment, early  retirement  is  expected  to  add  $16.7  million  to  the  operating  costs  of 
the  Commission,  calculated  on  a  static  ba.sis.  Interest  on  the  U.S.  investment  in 
the  Canal,  as  we  interpret  H.R.  Ill  and  based  on  an  estimated  interest  rate  of  9.25 
percent  to  be  applied  in  1980,  will  add  another  $18.2  million  to  the  Canal  Commis- 
sion operating  costs. 

Question.  By  what  percent  will  each  increase  tolls? 

Answer.  The  tolls  income  estimate  for  FY  1980  has  recently  been  updated, 
reflecting  a  decrease  from  $227,600  to  ?;221,000.  Based  on  this  latest  projection, 
the  percent  of  increase  in  toll  rates  for  the  early  retirement  program  and  interest 
would  be  7.6  percent  and  8.2  percent,  respectively. 

Question.  What  are  your  views  on  the  shipping  claims  limit  in  H.R.  111? 

Answer.  The  limitation  on  vessel  accident  claims  appears  in  section  295(b)  of 
H.R.  111.  It  provides  that  claims  for  accidents  occurring  outside  the  locks  may  l>e 
paid  by  the  Commission  only  if  they  do  not  exceed  $120,000.  Larger  claims  would 
have  to  be  submitted  by  the  Commission  for  action  by  Congress,  presumably  in  a 
private  bill  in  each  case.  That  plan  would  be  a  significant  departure  from  the 
present  system  whereby  claims  in  nonlocks  cases  are  payable  for  the  full  amount 
of  damages  incurred,  provided  the  Panama  Canal  Company  is  solely  resiwnsilde 
for  the  accident.  In  the  event  of  disagreement,  the  claimant  also  has  a  right  under 
present  law  to  bring  suit  in  the  U.S.  District  Court  in  the  Canal  Zone.  The  change 
that  would  be  made  by  §  295(b)  would  have  the  effect  of  taking  the  vessel  dam- 
age claims  procedure  back  to  the  period  during  the  years  from  1940  to  1951.  A 
similar  limitation  [except  that  the  ceiling  on  such  claims  was  then  $60,000]  was 
in  effect  during  those  years  pursuant  to  §  10  of  Title  2,  Canal  Zone  Code,  as 
amended  by  §  1  of  the  Act  of  June  13,  1940,  54  Stat.  388.  It  is  my  belief  that  the 
present  system  is  equitable  for  both  the  vessel  operator  and  flip  Canal  Zone  Cov- 
ernment  and.  in  addition,  permits  more  expeditious  settlement  of  claims  than 
would  the  proposal  under  consideration.  The  pre.sent  procedure  has  operated 
suc-cessfully  for  more  than  twenty -eight  years  and  there  are  no  advantages  of 
which  T  am  aware  for  returning  to  the  prior  system  and  thereby  depriving  the 
claimant  of  the  right  of  judicial  review  when  he  finds  the  administrative  adjudi- 
cation of  his  claim  to  be  unsatisfactory. 
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If  the  substance  of  §  295(b)  is  retained  and  enacted  by  the  Senate,  I  wonid 
recommend  that  the  limitation  on  the  amount  of  such  claims  that  could  be  paid 
by  the  Commission  be  raised  from  $120,000  to  $500,000.  Such  an  increase  is 
warranted  due  to  the  effect  of  indatiou  on  the  cost  of  vessel  repairs,  as  well  as 
the  siguiticant  increase  in  the  size  of  the  average  vessel  that  is  now  being  handled 
in  the  Panama  Canal.  The  larger  ships  are  not  only  more  likely  to  be  involved 
in  accidents  in  confined'  waters,  but  also,  when  they  suffer  damage,  they  are 
more  expensive  to  repair. 

Q:iesiiuii.  Governor,  I  thought  Canal  traffic  was  higher  than  expected  due  to 
the  oil  shipments.  However,  in  paragraph  49  you  state  it  is  "  substantially  below 
projections."  Can  you  explain  why  it  is  below  your  estimates? 

Answer.  At  the  outset  of  fiiscal  year  1979,  our  estimate  of  tolls  revenue  for  the 
year  was  $224.6  million,  including  $26.5  million  expected  to  be  generated  by 
North  Slope  oil  movements.  A  series  of  events  during  the  year,  including  the 
Iranian  problem,  OPEC  price  hikes,  temporary  trans-Alaska  pipeline  shutdowns, 
and  the  shipment  of  some  oil  around  South  America  in  foreign  flag  VLCC's,  have 
resulted  in  sharply  lower  shipments  of  North  Slope  oil  through  the  Canal.  It 
now  appears  that  tolls  revenue  generated  by  this  trade  could  be  approximately 
§6.8  million  below  our  earlier  estimate  for  the  year,  reaching  no  more  than  $19.7 
million. 

In  addition,  in  recent  months  other  cargo  shipments  have  not  been  performing 
as  well  as  projected.  Grain  shipments,  in  particular,  have  been  substantially 
lower  than  the  first  half  of  the  year  and  the  average  size  of  transiting  vessels 
is  somewhat  smaller  than  previously  estimated. 

As  a  result  of  these  developments,  our  estimate  of  tolls  revenue  for  FY  1979 
has  been  revised  to  $210.8  million. 

Question.  Governor,  do  you  feel  thei'e  is  little  doubt  that  toll  increases  of  40% 
or  mure  will  significantly  reduce  Canal  trafiic? 

Answer.  Yes.  Both  a  recent  study  of  traffic  sensitivity  by  the  Panama  Canal 
Company  and  a  study  completed  in  January  1978  by  the  consulting  finn  Inter- 
national Research  Associates  (IRA),  under  contract  to  the  Panama  Canal 
Company  and  the  Department  of  State,  indicate  that  the  sensitivity  of  Canal 
irathc  increases  rapid ly  with  toll  rate  hikes  above  -JO  percent.  Our  in-house  study 
analyzed  the  impact  toll  rate  increases  up  to  50  percent,  effective  October  1,  1979, 
could  have  on  Canal  traffic  during  the  three  year  period  1980  to  1982.  The  find- 
ings suggest  that  traflfic  diversions  iii  1982  would  increase  from  approximately 
3.2%  of  total  Canal  cargo  with  a  40%  toll  increase  to  7.2%  should  toll  rates 
be  increased  by  50%.  The  IRA  study  estimated  the  impact  toll  rate  increases 
ranging  from  15  to  150  percent,  effective  October  1,  1978,  could  have  on  Canal 
traffic  during  the  year  1979  to  1990.  The  IRA  study  found  traffic  diversions  in 
1985  would  reach  8.9%  with  a  40%  toll  hike  effective  October  1,  1979;  increasing 
to  11.8%  with  a  50%  increa.se  in  toll  rates. 

Quest  inn.  Governor,  how  do  you  suggest  your  recommendation  of  page  8  of  your 
statement  be  carried  out  in  regard  to  the  employment  provision  of  these  bills? 

Answer.  As  I  mentioned  at  the  outset  of  my  statement,  the  House  of  Repre- 
sentatives, in  approving  H.R.  Ill  on  June  21,  strongly  defeated  several  attempts 
to  modify  and  dilute  some  of  the  most  important  employee  provisions  in  that 
bill.  In  acting  as  decisively  in  that  regard  as  it  did.  the  House  .showed  clear 
support  for  the  Canal  workers.  In  my  view,  a  similar  approach  by  the  Senate 
now  would  constitute  further  assurance  to  the  Canal  work  force  with  respect 
to  employee  provisions.  Such  action,  well  in  advance  of  the  formal  signing  into 
law  of  the  implementing  legislation  by  the  President,  is  the  type  of  clear  signal 
of  support  to  which  I  alluded  in  my  statement. 

Questiou.  Governor,  do  you  favor  the  original  H.R.  Ill  immigration  position 
over  that  in  S.  1024? 

Answer.  No,  I  do  not.  I  would  favor  the  provisions  of  S.  1024,  which  are 
identical  to  those  contained  in  H.R.  1716  the  Administration's  version  of  the 
implementing  legislation  submitted  to  the  Congress  in  January  of  this  year. 

Que-ition.  What  are  the  main  differences? 

Answer.  As  you  may  recall,  the  special  immigration  provisions  in  both  H.R. 
1716  and  H.R.  Ill  were  almost  identical  when  first  pre.sented  to  the  House  in 
January.  According  to  estimates  ba.sed  on  the  provisions  in  both  bills  as  they 
stood  then,  approximately  61,000  individuals  would  have  been  eligible  for  special 
immigrant  status.  The  only  notable  difference  was  that  the  Admini.stration's 
version  would  have  waived  the  public  charge  requirement  for  eligible  immi- 
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grants  during  the  thirty-month  transition  period,  while  H.R.  Ill  did  not  contain 
any  such  limitation. 

H.R.  Ill  as  passed  by  the  House,  however,  limits  to  the  transition  period  not 
only  the  waiver  for  the  public  charge  requirements,  but  for  serious  diseases, 
physical  defects  or  disabilities  as  well.  lu  addition,  H.R.  Ill  includes  two  other 
provisions  which  are  not  found  in  S.  1024.  First,  a  new  category  of  potential 
immigrants  is  added,  comprised  of  individuals  whose  welfare,  because  of  the 
special  nature  of  their  employment  with  the  Canal,  is  reasonably  placed  in 
danger  as  a  direct  result  of  the  new  treaty.  As  I  understand  it,  this  provision 
is  intended  to  cover,  among  others,  .such  persons  as  Canal  Zone  policemen  who 
on  occasion  may  have  had  to  enforce  U.S.  law  against  their  own  countrymen. 
Second.  H.R.  Ill  impcses  an  overall  limitation  of  7,500  individuals  who  may  be 
admitted  to  the  U.S.  under  the  special  immigration  provisions. 

Question.  What  "special  group"  are  you  referring  to  in  your  statement  which 
is  excluded  from  the  immigration  provision  of  the  House  passed  bill? 

Answer.  The  "special  group"  I  referred  to  is  comprised  predominantly  of 
people  of  West  Indian  origin,  many  of  w^hose  ancestors  participated  in  the  actual 
construction  of  the  Canal. 

As  I  noted  in  my  opening  statement,  the  overall  admission  limitation  of 
7,500  may  well  serve  to  accommodate  the  actual  number  of  individuals,  from, 
the  total  of  those  eligible,  who  eventually  immigrate  to  the  United  States. 
Nevertheless,  the  imposition  of  an  arbitrary  .ceiling  will  be  viewed  as  unfair 
by  the  West  Indian  community  as  a  whole. 

Quefttion.  How  many  people  are  in  this  special  group  of  "other  persons"  who 
may  not  receive  medical  or  education  benefits? 

Answer.  With  respect  to  education,  the  Treaty  provides  that  individuals  who 
were  enrolled  prior  to  October  1,  1979  are  entitled  to  continue  their  education 
under  the  same  system.  There  are  approximately  100  students  currently  en- 
rolletl  who  could  be  considered  as  "other  per.sons."  They  include  dependents  of 
religious  workers,  scout  executives,  YMCA,  JWB,  concessionaires,  district  den- 
tists, contractors,  steamship  agents  oil  company  employees  and  cable  company 
employees.  This  number  would  decline  as  students  graduate  or  depart  from  the 
area. 

For  medical  care,  there  are  approximately  130  ministers,  religious  workers, 
recreational  and  educational  workers  their  dependents,  and  45  agricultural  land 
licensees  residing  in  the  Canal  Zone  that  currently  receive  medical  care  at  les& 
than  full  costs. 

Question.  What  would  be  the  cost  of  your  recommendation  on  this  subject? 
Answer.  Education  benefits  for  100  students  would  cost  about  $370,000  in  1980. 
Costs  in  subsequent  years  would  decline  as  students  leave  the  school  system.  The 
extension  of  medical  care  benefits  to  this  group  of  ministers  and  others  would 
cost  about  $100,000  in  1980. 

Question.  Governor  Parfitt,  why  do  you  feel  the  differential  should  be  raised 
from  15  percent  to  25  percent? 

Answer.  I  do  not  feel  that  the  differential  must  be  raised  from  15  percent  to 
25  percent  at  this  time.  However,  the  authority  to  pay  a  differential  up  to  a 
maximum  of  25  percent  is  necessary  in  order  to  permit  adjustment  should 
recruitment  and  reduction  factors  so  require  in  the  future.  This  is  no  different 
from  the  authority  which  now  exists. 

Question.  What  savings  would  result  if  a  differential  of  20  percent  were  paid? 
Answer.  About  $2  million  per  year  could  be  "saved"  by  paying  a  differential 
of  20  percent  instead  of  25  percent.  However,  as  I  have  noted,  there  is  no  in- 
tention at  this  time  of  paying  more  than  15  percent. 

Quc.'<tion.  Are  you  recommending  that  former  Canal  employees  transferred 
to  another  U.S.  government  agency  be  paid  more  than  U.S.  employees  doing  the 
same  job  in  that  U.S.  agency  in  Panama?  If,  so,  why? 

Answer.  No,  I  am  not.  The  administration  i>s  recommending,  and  I  endorse 
this  recommendation,  that  the  terms  and  conditions  of  employment  of  trans- 
ferred employees,  including  pay,  be  no  less  favorable  than  those  held  with 
the  Panama  Canal  Company  or  Canal  Zone  Government.  That  this  could  result 
in  higher  pay  rates  for  former  Canal  employees  would  be  highly  unlikely  since 
the  system  is  administered  uniformly  throughout  the  Canal  Zone  by  the  Canal 
Zone  Civilian  Pensonnel  Policy  Coordinating  P.oard.  Therefore,  a  grade  9  Ad- 
ministrative A.ssistant  would  be  paid  the  sime  in  the  Canal  agency  or  a  DOD 
agency  in  Panama.  However,  H.R.  Ill  provides  that  Canal  Zone  Government 
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teachers  transferred  to  the  DOD  Dependent  School  System  will  continue  to  have 
their  basic  pay  determined  in  relation  to  the  current  system  (i.e..  Washington, 
D.C.),  This  will  result  in  pay  rates  for  transferred  employees  that  are  somewhat 
higher  than  the  rates  for  DOD  teachers  who  are  subsequently  hired. 

Question.  What  level  allowance  is  recommended  to  offset  the  cost-of-living 
hike  for  certain  Canal  empolyees  ? 

Answer.  I  assume  that  the  cost-of-living  hike  referenced  in  the  question  is 
that  which  is  based  on  loss  of  Department  of  Defense  (DOD)  privileges  by 
U.S.  citizen  employees  after  5  years. 

The  Panama  Canal  Company  has  not  conducted  a  study  on  which  to  base  a 
cost  of  living  allowance  inasmuch  as  loss  of  DOD  privileges  will  not  occur  until 
October  1084.  However,  a  1975  study  indicated  that  a  15  percent  additive  to 
gross  salaries  at  that  time  would  cover  the  increase  in  costs  associated  with 
goods  and  services  that  would  not  be  available  to  Canal  employees  upon  loss  of 
certain  DOD  privileges. 

Question.  What  are  the  costs  of  the  retirement  provisions  being  recommended? 

Answer.  Approximately  $219  million.  Under  existing  retirement  law,  this 
would  l>e  amortized  in  30  equal  annual  payments  of  $13.6  million  each. 

Question.  What  are  the  essential  differences  in  the  collective  bargaining  sys- 
tems allowed  under  the  Murphy  bill  and  that  under  S.  1024? 

Answer.  The  differences  between  Murphy  bill  and  S.  1024  re  Labor-Manage- 
ment Relations  are : 

1.  Murphy  Bill.  Section  225  of  the  Murphy  Bill  extends  all  U.S.  statutory 
provisions  (Chapter  71,  Title  5,  U.S.  Code)  to  the  Panama  Canal  Commission  or 
any  other  executive  agency  with  the  following  exceptions  : 

(a)  Panamanian  citizen  employees  would  be  included  under  the  statute,  and 

(b)  Representational  units  would  be  defined  to  grandfather  supervisors  pro- 
viding such  supervisors  were  included  in  the  unit  prior  to  October  1,  1979. 

In  all  other  aspects,  employees  are  to  be  governed  and  regulated  solely  by  the 
applicable  laws,  rules,  and  regulations  of  the  United  States. 

2.  S.  1024.  Title  III,  Section  303(c)  excludes  employees  of  the  Panama  Canal 
Commission  from  coverage  of  U.S.  statute  (Chapter  71,  Title  5,  U.S.  Code).  The 
President  of  the  United  States  is  required  to  establish  a  system,  applicable  to 
Commission  employees,  which  incorporates  the  substance  of  certain  sections  of 
the  U.S.  statute.  These  sections  are  identified  as  follows :  Section  7102  applies 
to  employee  rights ;  Section  7106  applies  to  management  rights ;  Section  7116 
applies  to  unfair  labor  practices :  Section  7120  applies  to  standards  of  conduct 
for  labor  organizations :  and  Section  7131  applies  to  official  time  for  the  conduct 
of  union  duties.  In  addition  to  the  provision  for  incorporating  the  substance  of 
these  sections,  a  further  provision  is  made  in  the  Administration's  Bill  that 
the  form  of  collective  bargaining  to  be  established  shall  contain  such  other 
necessary  provisions  and  shall  be  administered  so  as  to  provide  the  Commis- 
sion's employees  with  the  right  to  bargain  collectively  under  the  same  condi- 
tions and  with  respect  to  the  same  subject  matter  that  pertains  where  that 
right  is  exercised  generally  in  the  federal  service  within  the  Continental  United 
States. 

In  addition  to  the  above,  the  following  sections  of  the  statute  governing 
labor-management  relations  in  the  United  States  (Chapter  71,  Title  5,  U.S. 
Code)  would  not  be  mandated  : 

(a)  Section  7104  establishing  the  Federal  Labor  Relations  Authority. 

(b)  Section  7105  outlining  the  powers  and  duties  of  the  Federal  Labor  Rela- 
tions Authority. 

(c)  Section  7111  outlining  the  procedures  governed  by  the  Federal  Labor 
Relations  Authority  for  obtaining  exclusive  recognition  by  labor  organizations. 

(d)  Section  7112  defining  criteria  for  unit  determination  under  the  FLRA. 

(e)  Section  7113  which  provides  for  national  consultation  rights. 

(f)  Section  7114  outlining  a  labor  organization's  representation  rights  and 
duties. 

(g)  Section  7115  setting  forth  procedures  for  union  deductions. 

(h)  Section  7117  outlining  the  requirement  to  bargain  in  good  faith,  setting 
forth  the  principle  of  compelling  need  as  a  bar  to  negotiation  and  establishing 
the  duty  to  consult. 

(i)  Section  7118  which  outlines  procedures  involving  unfair  labor  practices. 

(j)  Section  7119  which  sets  forth  procedures  regarding  negotiation  impasses 
and  functions  of  the  Federal  Service  Impasses  Panel. 
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(k)    Section  7121  which  outlines  grievance  procedures. 

(1)    Section  7122  which  provides  for  exceptions  to  arbitrator's  awards. 

(m)   Section  7123  which  provides  for  judicial  review  and  enforcement. 

(n)  Section  7132  which  grants  subpoena  authority  to  FLRA,  General  Coun- 
sel, Federal  Service  Impasses  Panel,  and  Administrative  Law  Judges. 

(o)  Section  7133  which  provides  for  compilation  and  publication  of  data  by 
FLRA  or  FSIP. 

(p)  Section  7134  which  provides  authority  for  the  prescription  of  rules  and 
regulations  to  carry  out  the  statutory  Labor-Management  Relations  Program, 
and 

(q)  Section  7135  which  provides  for  certain  grandfathered  provisions. 

Under  S.  1024,  in  consideration  of  the  provision  that  the  labor  relations  sys- 
tem to  be  designed  by  the  President  generally  follow  the  pattern  in  the  U.S. 
federal  service,  the  President  would  adopt,  in  general,  much  of  the  material 
included  in  the  sections  itemized  in  subparagraphs  (a)  through  (q)  immedi- 
ately above  but  would  adopt  such  provisions  to  fit  the  local  situation. 

Question.  Governor,  why  cannot  all  prisoners  remain  in  Panama  rather  than 
come  to  the  U.S.? 

Answer.  Paragraph  4(b)  of  the  Annex  to  the  Panama  Canal  Treaty  requires 
the  Panama  Canal  Commission  to  discontinue  the  prison  system  by  the  end  of 
the  thirty-month  transition  period.  In  addition,  under  either  section  1532  of 
H.R.  Ill,  as  approved  by  the  House  last  week,  or  section  411  of  S.  1024,  the  Gov- 
ernor would  be  required  to  contract  with  the  Attorney  General  for  the  transfer 
to  penal  institutions  in  the  United  States  of  all  prisoners  sentenced  to  the 
Canal  Zone  Penitentiary  for  a  term  of  more  than  one  year. 


Questions  Submitted  by  Senator  John  Tower,  Answers  Supplied  by  Lt.  Gen. 

Dennis   P.    McAuliffe 

military  security  issues 

Question.  General  McAuliffe,  as  you  know,  there  was  an  unfortunate  flag  inci- 
dent in  the  Zone  some  years  ago.  What  steps  are  being  taken  by  the  military  to 
avoid  such  incidents  on  October  1  when  the  Hags  of  Panama  are  to  fly  along  with 
the  US  flag  at  all  US  military  installations  in  Panama? 

Answer.  As  provided  in  the  treaty,  US  flags  will  be  displayed  only  within  mili- 
tary installations,  which  will  be  controlled  by  US  troops.  To  obviate  an  imtoward 
act  concerning  flags,  the  decision  has  been  made  not  to  fly  flags  of  either  nation 
outside  the  dependent  schools.  (It  was  in  front  of  Balboa  High  School  in  January 
1964  that  US  and  Panamanian  secondary  school  students  touched  off  the  riots 
over  flags  that  lasted  four  days.) 

Question.  Funds  were  requested  in  the  Military  Construction  Bill  for  new  flag 
poles.  Are  there  any  plans  to  have  more  than  two  poles  on  each  installation? 

Answer.  There  are  no  plans  to  have  more  than  two  flag  poles  at  any  installation. 

Question.  General,  a  great  deal  of  money  was  also  requested  for  fences,  sentry 
dog.s  and  the  like.  Why  is  it  necessary  for  the  military  to  fence  off  all  its  facilities? 

Answer.  All  of  our  military  installations  are  located  within  tlie  Canal  Zone, 
policed  by  the  Canal  Zone  Police  Force,  and  considered  to  be  within  US  territory. 
After  1  October,  these  installations  will  be  located  within  Panamanian  territory 
and,  while  we  retain  control  of  them,  external  security  will  be  provided  by  the 
Panamanian  National  Guard.  Additional  perimeter  security  measures  in  the 
form  of  chain  link  fencing  and  security  patrols  become  mandatory.  The  major 
fencing  requirement  is  tliat  of  the  Air  Force  becau.se  US  Air  Force  regulations 
governing  installations  in  foreign  countries  become  applicable  (AFMAN  86-2 
and  AFR  125-3).  Added  security  provisions  are  required  for  aircraft,  flight  line 
support  equipment,  and  aircrew  equipment.  (Considering  all  of  this,  security  in 
the  form  of  chain  link  fencing  and  security  patrols  is  absolutely  mandatory.  The 
loss  of  a  single  aircaft  would  cost  the  US  taxpayer  the  price  of  security  fencing 
alone. 

Question.  Will  the.se  facilities  be  guarded  by  T^S  and  Panamanian  soldiers? 

Answer.  US  troops  have  complete  responsibility  to  guard  American  installa- 
tions. In  addition,  however,  we  do  see  an  advantage  in  the  use  of  supplemental 
combined  patrols  consisting  of  US  military  personnel  and  Panamanian  National 
Guardsmen  to  protect  certain  posts  and  bases. 
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Question  Who  is  to  pay  for  the  security  personnel  supplied  by  Panama? 

Answer.  Security  personnel  provided  by  the  Panamanian  National  Guard  will 
be  paid  solely  by  the  Government  of  Panama. 

Question.  Do  you  plan  any  change  in  military  strength  levels  in  the  next  few 
years? 

An.swer.  The  current  USSOUTHCOM  sti-ueture  has  been  developed  over  a 
period  of  years  and  contains  an  adequate  mix  of  capabilities  from  all  Services 
to  accomplish  our  mission  of  primary  responsibility  for  Canal  defense.  The  Pan- 
amanian National  Guard  is  primarily  a  police  organization  with  limited  tactical 
capability.  The  additional  force  development  necessary  for  Panama  to  assume  a 
larger  share  of  Canal  defense  responsibility  may  be  several  years  away.  We  will 
undoubtedly  want  to  rt dure  the  US  force  structure  somewhat  as  the  Panamanian 
contribution  to  Canal  defense  grows.  It  would  be  premature  to  pre-judge  that 
now.  It  would  be  preferable  to  address  the  adjustment  of  force  levels  during  the 
periodic  bilateral  reviews  provided  for  by  the  treaty  and  fully  integrate  them  into 
the  schedule  for  turning  over  real  estate  and  facilities  during  the  life  of  the 
treaty. 

MILITARY    POSITION    AFTER    OCTOBER  1 

OitPstion.  General,  what  sections  of  the  implementing  legislation  have  the 
greatest  impact  on  the  military  in  Panama? 

Answer.  Those  sections  of  the  implementing  legislation  which  have  the  greatest 
potential  impact  on  the  US  military  forces  in  Panama  are  those  relating  to  the 
transfer  of  support  functions  to  DOD,  to  the  status  of  forces  agreement,  and  to 
civilian  personnel,  wages  and  employment ;  specifically  in  the  latter  case,  those 
pertaining  to  rates  of  pay,  the  al»ility  to  set  wages,  the  labor  management  system, 
employment  system  (S-102i,  Sections  325,  384,  322)  and  applicability  or  non- 
applicability  of  the  Fair  Labor  Standards  Act  (HK-111,  Section  154). 

Question,  l-id  you  make  any  recommendations  on  features  of  the  bill  and  if 
so,  what  were  these  recommendations? 

Answer.  I  was  consulted  frequently  while  this  legislation  was  being  put  to- 
gether and  my  views  on  all  military  aspects  are  reflected  in  it. 

Question.  Do  you  feel  either  bill  provides  sufficient  authority  for  the  military 
to  control  the  situation  there  in  the  event  of  an  emergency? 

Answer.  Both  bills  contain  language  meant  to  provide  that  authority.  The 
lf>77  treaty  assigns  iirimary  responsibility  for  protection  and  defense  of  the 
Canal  to  the  US  forces,  and  further  legislation  is  not  needed  to  guarantee  that 
authority. 

Question.  Is  the  military  dependent  in  any  way  on  the  Panama  Railroad  which 
will  be  turned  over  to  Panama  on  October  1? 

Answer.  Yes.  We  do  not  presently  have  sufficient  transportation  capability 
(trucks,  boats  or  aircraft)  to  replace  completely  the  service  provided  by  the 
Panama  railroad  for  the  normal  logistical  support  of  our  forces.  The  Treaty, 
however,  does  give  the  US  Forces  use  of  the  railroad  on  a  priority  basis  for  the 
purposes  of  protection  and  defense  of  the  Canal. 

Question.  Will  your  supply  lines  be  impacted  by  the  Treaty  provisions  in  any 
way  ? 

Answer.  Yes.  An  estimated  200.000  measurement  tons  of  cargo  in  support  of 
DOD  activities  will  move  through  the  ports  of  Balboa  and  Cristobal  during 
fiscal  year  1080.  The  movement  of  U.S.  cargo  through  tl>e  ports  and  over  the 
railroad  will  be  subject  to  cargo  handlins:  charges  established  by  the  Republic 
of  Panama.  Therefore,  Panamanian  labor  relations  and  management  policies 
will  have  an  influenc?  on  transportation  of  supplies.  Arrangements  are  being 
worlied  out  for  our  continued  use  of  the  ports  and  railroad. 

Question.  Can  .vou  envision  a  conflict  between  the  military  commander  there 
and  the  commission  in  the  event  of  an  emergency  of  some  type? 

Answer.  No.  I  foresee  the  existing  <^ooiierative  arrangements  continuing  in 
alKHit  the  same  form  until  the  end  of  the  century.  The  senior  U.S.  military 
commander  and  the  senior  U.S.  commission  official  will  ojierate  within  the  same 
DOD  command  structure  as  we  do  now,  and  emergencies  would  be  resolved  in 
much  the  same  manner. 
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Questions   Submitted  bt  Senator  Strom  TntiBMOND,  Answers   Supplied  bt 

Hon.  H.  R.  Parfitt 

Question.  Governor,  it  appears  to  me  this  situation  could  lead  to  excessive 
cost  to  the  Canal  over  which  the  Canal  would  be  able  to  exercise  little  or  no 
control.  Is  that  correct? 

Answer.  We  hoi>e  that  such  a  situation  will  not  arise.  In  the  case  of  the  rail- 
road, Panama  is  obligated  to  charge  the  United  States  rates  which  will  not 
exceed  those  charged  the  most  favored  commercial  customer.  The  United  States 
could  turn  to  alternatives  such  as  the  use  of  either  port  for  deliveries,  truck 
transportation  rather  than  rail  and  the  use  of  facilities  retained  by  the  United 
States  to  offload  cargo. 

Question.  Would  a  2  or  3  year  transition  period  offer  better  management 
option  ? 

Answer.  Yes,  sir,  we  would  prefer  that  the  Canal  Zone  penitentiary  be  allowed 
to  continue  operating  for  a  maximum  of  two  years  after  entry  into  force  of  the 
Treaty,  with  the  option  to  close  it  sooner  if  it  is  no  longer  economically  feasible 
to  keep  it  open.  We  anticipate  that  normal  attrition  over  the  next  two  years,  as 
inmates  complete  their  sentences  or  receive  paroles,  will  reduce  the  current 
prison  population  considerably.  Moreover,  if  the  Agreement  for  the  Execution 
01*  Penal  Sentences  signed  by  the  United  States  and  Panama  on  January  11, 
1979,  enters  into  force  in  the  meantime,  a  substantial  additional  portion  of  our 
prisoners  may  elect,  under  t^e  terms  of  that  agreement,  to  finish  serving  their 
sentences  in  Panama  rather  than  being  sent  to  prisons  in  the  United  States. 

From  an  economic  point  of  view,  it  does  not  seem  logical  to  incure  the  expense 
of  transferring  these  prisoners  to  the  U.S.  since  many,  if  not  all  of  them,  will 
have  to  be  returned  to  Panama  at  additional  expense  to  our  Government.  These 
costs  could  be  avoided  in  large  part  by  keeping  the  Canal  Zone  Penitentiary 
open  until  October  19P1. 

Question.  Is  it  possible  some  of  these  transferred  prisoners  could  later  go  back 
to  Panama  under  the  United  States-Panama  agreement? 

Answer.  Yes,  it  is  possible.  Under  the  terms  of  the  Agreement  for  the  Execu- 
tion of  Penal  Sentences,  Panamanian  citizen  prisoners  would  be  given  the  option 
of  serving  their  sentences  in  their  state  of  nationality.  In  other  words,  if  these 
prisoners  exercise  their  option  after  having  been  transferred  to  penal  institu- 
tions in  the  United  States,  they  would  be  entitled  to  return  to  Panama  to  finish 
serving  their  sentences  on  the  Isthmus.  It  should  be  noted,  however,  that  as  of 
this  point  in  time  the  Agreement  has  not  been  ratified. 

Question.  Governor,  will  not  inclusion  of  the  interest  and  retirement  costs  In 
the  toll  base  hasten  the  end  of  the  Canal  as  a  self-sustaining  body? 

Answer.  Any  additional  costs  included  in  the  toll  base  increase  the  risk  that 
the  Canal  will  not  be  able  to  remain  self-sustaining.  However,  our  current  pro- 
jections indicate  tol^s  revenue  can  be  increased  to  levels  sufficient  to  cover  Canal 
costs  through  at  least  1982.  including  interest  and  retirement  costs. 

Question.  What  is  the  current  estimate  of  the  revenues  to  be  paid  Panama 
based  upon  the  .%<;?  per  Panama  Canal  ton?  What  was  your  estimate  last  year? 

Answer.  Based  on  our  latest  projection  of  ship  trafPc  for  fiscal  year  1980.  the 
projected  cost  of  the  30(*  per  Panama  Canal  net  ton  payment  to  Panama  is 
$53.2  million.  The  estimated  provided  last  year  to  the  Senate  Armed  Services 
Committee  was  S4R.S  million  basei  on  the  fiscal  year  1979  trat33c  forecast  which 
assumed  an  earlier  Treaty  effective  dr-te  of  Or-tober  1. 1978. 

Qnesfion.  In  addition,  tbero  will  be  the  '''10  million  annual  annuity  guaranteed 
by  the  Treaty  and  the  possible  S10  million  contingpucy  payment.  What  is  the 
likelihood  the  contingency  payment  will  be  paid  in  the  next  few  years? 

Answpr.  Inasmuch  as  the  .$10  million  continsroncy  pavraent  is  not  to  be  in- 
cluded in  the  cost  base  to  be  recoverpd  from  to^s,  Panama  wonld  receive  this 
payment  only  in  the  event  of  windfall  profif-s.  Accordingly,  it  is  unlikely  that 
the  payment  will  be  made  wi<^h  any  freouenr-y,  if  at  all.  Also,  it  should  be  pointed 
out  that  under  TT.R.  Ill,  the  continnront  payment  conld  ho  made  only  after  profits 
aro  first  applied  to  rpTiaymont  of  t^o  TT  S.  ■•'or  Treaty  imploTnentation  costs. 
Under  this  arrangement,  Panama  would  be  effectively  precluded  from  '•e^'eiving 
such  payment'?. 

Question.  Also,  we  will  pay  Panama  iRIO  million  annually  to  handle  police, 
fire,  street  maintenance  and  like  duties.  How  much  are  these  services  currently 
costing  the  Canal  Company? 


223 

Answer.  Current  fiscal  year  1979  budget  estimates  indicate  tliat  it  will  cost 
the  Panama  Canal  Company/Canal  Zone  Government  $18.8  million  to  provide 
these  public  services  in  the  entire  Canal  Zone.  Revenues  derived  from  such  serv- 
ices are  budgeted  at  $5.0  million.  It  is  estimated  that  it  would  cost  $9.6  million  for 
the  Canal  organization  to  provide  these  services  in  what  will  become  the  Canal 
operating  areas  and  housing  areas  under  the  Treaty,  i.e.  the  areas  for  which 
Panama  will  assume  public  service  responsibility. 

Question.  What  is  the  basis  for  the  Administration  proposal  to  drop  payment 
by  the  Canal  of  $400  million  in  interest  payments  over  the  life  of  the  treaty? 

Answer.  The  purpose  was  not  to  burden  the  Commission  with  an  inordinate 
amount  of  costs  which,  over  the  long  term,  could  threaten  its  ability  to  remain 
financially  self-sufficient. 

Question,  Explain  for  the  Committee  the  GAO  finding  that  the  cost  of  moving 
installations  to  the  reduced  areas  allowed  us  will  cost  $399  million. 

Answer.  GAO  advised  us  that  in  February  1979  they  testified  before  the 
Subcommittee  on  Panama  Canal  of  the  House  Committee  on  Merchant  Marine 
and  Fisheries  that,  at  a  minimum,  Panama  Canal  Treaty  costs  would  be  about 
$399  million.  The  primary  costs  discussed  included  early  optional  retire- 
ment payments,  defense  relocation  costs,  and  DOD  health  services  cost.  Only 
$8  million  of  the  $.399  million  was  identified  as  defense  relocation  and  related 
costs  durinjr  the  first  five  years  of  the  Treaty.  The  June  4,  1979,  GAO  staff 
study,  "Background  Information  Bearing  Upon  Panama  Canal  Treaty  Imple- 
menting Legislation,"  identified  a  revised  estimate  of  .'"J72.6  million  as  the  military 
construction  required  to  execute  defense  Treaty-related  relocations.  The  $399 
million  estimate  did  not  include  estimated  costs  for  Treaty-related  relocations 
required  of  the  Panama  Canal  Comniission.  "We  estimate  that  the  cost  of  moving 
installations  to  the  reduced  areas  allowed  the  Commission  will  be  about  $15.4 
million.  We  are  presently  updating  relocation  estimates  but  do  not  expect  an  in- 
crease in  the  total  estimated  cost 

Question.  What  functions  are  being  transferred  from  the  Panama  Canal  Com- 
pany to  the  Defense  Department  and  what  are  the  estimated  annual  costs? 

Answer.  The  major  activities  being  transferred  to  the  Department  of  Defense 
are  tiie  schools,  general  hosintal  and  clinics,  mental  health  center,  veterinary 
service,  postal  activities,  and  the  food  operations  of  the  retail  stores.  All  of 
these,  except  the  retail  stores  which  are  a  Company  unit,  are  Canal  Zone  Gov- 
ernment activities.  In  addition,  there  will  be  some  transfers  in  Company  activ- 
ities supporting  the  above. 

The  total  costs  of  these  activities  in  1979  are  estimated  at  $87  million;  how- 
ever, a  major  portion  of  these  costs  is  currently  recovered  from  employees,  the 
Department  of  Defense,  and  other  Government  agencies.  A  tabulation  of  these 
costs  and  recoveries  follows : 
frosts :  Thousands 

Hospital,  clinics,  and  other  health  activities $32,  048 

Education 23,  493 

Postal   3, 100 

Retail  stores — food  operation 28,  386 

Total    costs 87,  033 

Recoveries : 

Department  of  Defense   (health  and  education) 23.173 

Other  Government  agencies  (health  and  education) 1,520 

Employees  and  others 40,318 

Total  recoveries 6.'=),  Oil 

Net  cost  of  transferred  activities  to  Panama  Canal 22,  022 


Question.  What  are  the  estimated  costs  over  the  life  of  the  Treaty? 

Answer.  This  agency  does  not  have  detailed  information  on  future  operations 
of  these  facilities  by  the  Department  of  Defense.  However,  upon  our  request, 
DOD  has  furnished  the  following  information  on  projected  costs  of  operation. 


DEPARTMENT   OF   DEFENSE 


The  principal  U.S.  expenses  in  carrying  out  the  Canal  Treaty  will  be  borne 
by  DOD,  which  by  October  1,  1979.  must  relocate  certain  military  facilities  and 
take  over  the  operation  of  schools,  hospitals,  and  certain  community  services 
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from  the  CZG.  As  of  March  1979,  DOD  estimated  its  Treaty  implemeutatiou 
co.-its  at  $277  million  for  fiscal  years  1979  through  1984,  as  shown  below. 

[Dollar  amounts  In  millions] 

Fiscal  year— 1 


1979  1980  1981  1982  1983  1984  Total 


Base  operations $3.8  $16.5 

Commissary  operations .4  3.4 

Port  operations .1  .9 

Communications 1.6  .8 

Disposal  of  remains -—             .1  .2 

Criminal  investigation .1  .1 

Medicsl  operations .6  14.6 

Postal  operations .5  1.5 

School  system 6.0 

Military  pay 3.5 

Military  construction 40.6  6.0 

Equipment  procurement 10.0 

Less  hospital  operations' —7. 5 


$15.6 

$15.6 

$16.6 

$16.6 

$85.7 

1.1 

1.1 

.7 

.7 

7.4 

.9 

.9 

.9 

.9 

4.6 

.5 

.5 

.5 

.5 

4.4 

.2 

.1 

.1 

.1 

.8 

.1 

.1 

.1 

.1 

.6 

16.3 

16.7 

3.5 

3.8 

55.5 

1.4 

1.3 

1.3 

1.3 

7.3 

6.0 

6.0 

6.0 

6.0 

30.0 

3.5 

3.5 

3.5 

3.5 

17.5 

13.6 

12.2 

.5  .. 

72.9 

6.6 

2.4 

2.8 

.8 

22.6 

-7.5 

-6.7 

-5.8 

-5.8 

-33.3 

Total 47.8  56.0  59.3  54.7  30,7  28.5  277.0 

1  Fiscal  years  1980-84  shown  in  1980  values. 

J  Represents  revenue  generated  as  a  result  of  medical  care  provided  to  persons  who,  although  authorized  to  receive  it, 
are  required  to  pay  for  it  in  accordance  with  established  rates.  These  amounts  exclude  that  poitionof  the  revenues  returned 
to  the  0.  &  M.  Army  appropriation,  and  include  only  those  amounts  returned  to  the  military  personnel,  Army  appropriation, 
^nd  to  miscellaneous  receipts.  Treasury  account, 

ADDITIONAL    TREATY    COSTS 

DOD  projects  additional  Treaty  costs  at  $480  million  for  the  balance  of  the 
Treaty  period  (fiscal  year  1985  through  2000).  This  is  based  on  estimated 
operating  expenses  of  $30  million  a  year  for  18  years  commencing  in  fiscal  year 
1985  for  replacement  of  capital  items  and  urgent  military  construction.  How- 
ever, DOD  points  out  that  this  projection  is  on  a  straight-line  basis ;  i.e.,  on  the 
basis  of  zero  change  from  the  fiscal  year  1984  level.  Further,  DOD  stated  that 
its  actual  Treaty-related  costs  over  this  period  will  most  certainly  be  significantly 
less  than  those  based  on  this  assumption. 

Question.  Would  the  four  Panamanian  members  of  the  Supervisory  Board  be 
"officers  of  the  United  States?" 

Answer.  Frankly,  I  am  not  sure.  The  question  of  whether  a  treaty  effectively 
can  vest  a  foreign  national  with  this  status  would  .seem  to  be  one  that  only  the 
State  Department  or  the  courts  could  authoritatively  determine. 

Question.  Have  the  courts  not  held  that  any  appointee  exercising  significant 
authority  pursuant  to  the  laws  of  the  U.S.  is  an  officer  of  the  U.S.? 

Answer.  I  am  not  familiar  with  U.S.  ease  law  on  this  point.  This  appears  to 
be  a  purely  legal  issue  that  more  properly  falls  wdthin  the  purview  of  the  Depart- 
ment of  .Justice. 

Question.  Would  the  Panamanian  Deputy  Administrator  be  subject  to  dis- 
missal at  the  pleasure  of  the  President? 

Answer.  S.  1024  and  H.R.  Ill  provide  for  the  appointment  of  the  Administrator 
and  Deputy  by  the  President.  As  employees  of  the  United  States,  it  would  appear 
that  they  could  be  unilaterally  dismissed  by  the  President  at  his  pleasure. 

Question.  Can  the  U.S.  remove  a  Panamanian  member  only  with  the  agree- 
ment of  the  Panamanian  Government? 

Answer.  The  draft  implementing  legislation  does  not  expressly  provide  for  the 
removal  of  board  members.  It  is  my  understanding  that  the  Department  of 
Stat*?  has  asserted  that  the  Treaty  does  not  give  the  United  States  a  unilateral 
right  to  remove  Panamanian  members  from  office. 

Question.  How  did  the  House  handle  these  questions  and  how  does  their  posi- 
tion differ  from  the  Administration? 

Answer.  The  Subcommittee  on  the  Panama  Canal  of  the  House  Merchant 
Marine  and  Fisheries  Committee  conducted  hearings  on  both  Mr.  Murphy's  bill, 
H.R.  Ill,  and  the  Administration's  bill,  H.R.  1710,  in  February  and  March  of 
this  year.  Formal  testimony  and  answers  to  specific  questions  on  the  subject  of 
Panamanian  appointees  were  submitted  by  representatives  of  the  Departments 
of  State  and  Justice.  Dr.  Charles  H.  Breecher,  a  former  State  Department  offi- 
cial, also  appeared  before  the  Subcommittee  and  addressed  several  constitutional 
issues  related  to  this  subject.  The  testimony  and  other  material  received  and 
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reviewed  by  the  Subcommittee  is  now  available  in  parts  I  and  II  of  the  Sub- 
committee's report  titled  "Canal  Operation  Under  1977  Treaty." 

As  far  as  I  am  aware,  the  issue  of  Panamanian  appointees  was  not  brought  to 
the  floor  of  the  House  of  Debate  or  resolution,  nor  were  any  amendments  offered 
to  the  pertinent  sections  of  H.R.  Ill  on  this  subject  during  the  House's  recently 
concluded  consideration  of  the  implementing  legislation. 

With  respect  to  Panamanian  appointees  of  the  Commission,  H.R.  Ill  as  passed 
differs  from  S.  1024  in  two  respects.  First,  H.R.  Ill  provides  for  an  extensive 
code  of  conduct  to  be  made  applicable  to  all  board  members  as  well  as  to  all  offi- 
cers and  employees  of  the  Commission,  This  would,  of  course,  include  those  who 
are  Panamanian  citizens.  Second.  H.R.  Ill  provides  that  all  board  members  hold 
office  at  the  pleasure  of  the  President,  while  S.  1024  makes  their  tenure  subject  to 
paragraph  3  of  Article  III  of  the  Treaty. 

Question.  Governor  Parfitt,  Panama's  interests  would  not  be  served  by  exces- 
sive toll  increases  as  that  would  reduce  traffic  volume  and  reduce  their  payments 
under  the  agreement  to  pay  them  so  much  per  ton  of  goods.  Do  you  envision  an 
eventual  conflict  between  Panama  and  the  U.S.  on  this  issue? 

Answer.  To  the  extent  that  required  tolls  increases,  as  determined  by  the 
Commission's  Board  of  Directors,  result  in  measurable  diversions  of  traffic,  I 
foresee  a  potential  conflict  with  Panama.  This  conflict  may  arise,  for  example, 
from  efforts  by  Panama  to  minimize  the  costs  of  operation  in  order  to  preclude 
the  need  for  tolls  increases.  Reduction  of  costs,  taken  by  itself,  is  a  healthy 
measure  unless  it  results  in  pressures  to  curtail  essential  maintenance  programs 
or  other  expenditures  of  funds  necessary  to  insure  efficient  operation  of  the 
waterway.  Hopefully,  Panama  will  not  take  such  a  short-sighted  approach  since 
over  the  long  term  it  is  in  their  interest  as  well  that  the  Canal  be  properly  main- 
tained and  operated  efficiently. 

Question.  In  view  of  your  testimony  last  year  and  the  passage  by  the  House 
of  H.R.  Ill,  is  it  now  your  opinion  that  the  Panama  Canal  operation  would  be 
self-sustaining  after  the  first  few  years? 

Answer.  The  ability  of  the  Canal  to  remain  self-sustaining  is  dependent  upon 
whether  adequate  toll  revenues  can  be  generated  to  cover  all  costs  of  operations. 
Based  on  the  information  available  to  me  at  this  time,  my  best  judgment  is 
that  the  Canal  operation  should  be  able  to  remain  self-sufficient  through  1982, 
even  under  the  added  cost  burden  that  would  be  imposed  under  H.R.  Ill,  if 
enacted. 

The  ability  of  the  Canal  to  remain  self-sufficient  over  the  long  term  cannot 
be  measured  conclusively  since  it  involves  predictions  concerning  inflation  as 
it  would  impact  on  the  Canal  and  its  competitive  routes,  economic  trends  and 
their  impact  on  Canal  traffic  and,  most  significantly,  predictions  on  how  high 
a  toll  shipping  would  be  willing  to  pay  before  diverting  to  another  route  or 
another  mode  of  transportation.  For  these  reasons,  I  can  make  no  judgment 
on  the  long  term  financial  viability  of  the  Canal,  except  to  indicate  that  viabil- 
ity is  made  more  difficult  under  H.R.  Ill  than  under  S.  1024. 

Question.  When  do  you  feel  the  crunch  will  come  as  to  the  economic  life  of 
the  Canal  on  a  toll  revenue  supporting  basis? 

Answer.  Our  current  projections  indicate  that  toll  revenue  (with  necessary 
rate  increases)  should  be  sufficient  to  cover  Canal  costs  through  1982.  Forecasts 
of  traflic  and  costs  beyond  that  date  are  more  speculative.  Thus  we  cannot  esti- 
mate with  a  sufficient  degree  of  accuracy  toll  rates  which  will  be  required  in 
the  future.  Furthermore,  the  economic  life  of  the  Canal  will  depend  on  the 
relative  costs  of  alternatives  which  also  are  not  very  predictable.  Given  this 
situation  we  cannot  predict  if  and  when  a  crunch  might  come. 

Question.  Governor  what  would  be  the  maximum  rate  of  inflation  over  the 
next  10  years  that  you  feel  the  Canal  could  absorb  in  order  to  remain  self- 
sustaining? 

Answer.  The  ability  of  the  Canal  to  remain  self-sustaining  is  primarily  a 
function  of  Canal  traffic  levels  and  the  sensitivity  of  that  traffic  to  toll  rate 
increases.  The  sensitivity  of  Canal  traffic  is  determined  principally  by  the  rela- 
tive cost  of  available  alternatives  vis-a-vis  the  cost  of  using  the  Canal.  It  is 
obvioiis  that  under  high  rates  of  inflation,  the  cost  of  the  Canal  operation  would 
increase,  nece.ssitating  higher  toll  rates.  While  there  is  no  certainty  that  the 
cost  of  all  alternatives  will  show  parallel  increases,  we  also  have  no  reason 
to  assume  Canal  costs  will  be  significantly  more  affected  by  inflation  than  the 
alternatives.  Therefore,  other  factors  aside,  as  long  as  the  relative  costs  remain 
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essentially  unchanged,  the  rate  of  Inflation  should  not  prevent  the  Canal  from 
remaining  self-sustaining. 

Question.  What  will  be  the  impact  of  the  loss  of  the  revenue  from  the  oil 
shipments  now  transiting  the  Canal  which  would  be  lost  when  the  pipeline 
begins  operation? 

Answer.  If  an  alternative  to  the  Panama  Canal  becomes  available  that  elimi- 
nates North  Slope  oil  shipments  through  the  Panama  Canal,  our  toll  revenue 
loss  in  fiscal  year  1980  would  he  approximately  .$20  million.  This  would  represent 
about  9  percent  of  our  total  tolls  revenue  forecast  for  that  year. 

Based  on  this  we  calculate  that  the  toils  increase  required  under  S.  1024  would 
go  from  19.1  percent  to  28.6  percent  and  under  H.R.  Ill  from  33.8  percent  to 
44.9  percent.  It  is  possible  that  some  improvement  could  be  made  in  these  figures 
to  the  extent  that  some  workload  related  costs  could  be  shed. 

Question.  What  can  be  done  in  the  legislation  to  enhance  the  likelihood  that 
the  Canal  remain  self-sustaining? 

Answer.  It  is  axiomatic  that  the  greater  the  cost  burden  placed  on  the  Canal, 
the  greater  the  risk  that  the  operation  may  not  remain  self-sustaining.  Within 
that  context,  I  can  only  point  out  that  there  is  less  risk  under  S.  1024  than  under 
H.R.  Ill,  since  the  latter  bill  would  impose  substantially  higher  costs  on  the 
Canal.  The  higher  cost  of  H.R.  Ill  results  es.sentially  from  the  provisions  that 
would  include  in  the  tolls  formula  interest  in  the  U.S.  investment  and  the  cost 
of  the  early  retirement  program,  and  the  requirement  for  continued  application  of 
U.S.  minimum  wage  scales  to  new  Commission  employees. 

Question.  How  does  the  Treaty  impact  on  the  routine  operating  costs  and 
could  they  be  reduced  through  further  operating  efficiencies? 

Answer.  We  have  estimated,  based  on  rough  calculations,  that  the  shedding 
of  activities  under  the  Treaty  would  result  in  a  net  savings  of  $12  million  in  rou- 
tine operating  costs.  These  savings  in  broad  terms  are  attributa'ole  to  transfer  of 
functions  to  DOD.  such  as  the  Hospitals,  Schools,  and  the  divestiture  of  activi- 
ties, such  as  Retail  and  Food  Units,  Customs  and  Immigration,  Postal,  Marine 
Terminals,  street  maintenance,  etc.  However,  these  savings  will  be  more  than 
offset  by  the  increased  paym«^nts  to  Panama,  having  a  net  effect  of  increasing 
substantially  the  cost  of  operating  the  Canal. 

At  this  point  in  time,  the  Canal  organization  is  faced  with  a  major  reorga- 
nization, and  in  our  planning,  we  have  attempted  to  come  up  with  the  most 
efficient  structure  possible.  Undoubtedly,  there  will  be  some  efllciencies  that  can 
be  generated  after  the  new  organization  comes  into  being,  and  the  agency  gains 
experience  v*'ith  it. 


Questions  Submitted  by  Senator  Strom  Thurmond,  Answers  Sxtpplied 

BY  Gen.  Dennis  P.  INIcAuliffe 

Question.  General  McAuliffe,  what  do  you  feel  will  be  the  key  problems  faced 
by  the  U.S.  military  on  October  1  and  afterwards? 

Answer.  The  three  principal  concerns  of  U.S.  Southern  Command  after  1 
October  are  as  follows  : 

a.  The  U.S.  forces  must  adjust  to  the  new  geographic  environment  they  will 
find  themselves  in  after  the  treaty  goes  into  effect.  Military  installations  will 
be  consolidated  and  headquarters  will  bn  in  a  new  physical  mode  that  will  re- 
quire altered  command  and  control  situations.  We  expect  that  this  adjustment 
will  not,  however,  be  a  serious  one,  although  it  has  generated  the  need  for  certain 
military  construction  projects. 

b.  The  Departement  of  Defense  on  the  isthmus  of  Panama  will  receive  new  sup- 
port functions  that  will  be  trnnsferred  from  the  Panama  Canal  Company/Canal 
Zone  Government,  thus  requiring  new  management  challenges.  For  example,  the 
responsibilities  of  running  the  American  hospitals  and  the  dependent  schools  will 
belong  to  DOD  after  1  October  1979.  Extensive  planning  within  the  military  com- 
munity and  with  the  CZ  Government  has  been  underway  to  assume  these  new 
tasks  smoothly. 

c.  The  treaty  specifies  that  the  security  of  the  Canal  will  be  a  binational  effort, 
although  the  U.S.  will  clearly  retain  primacy  in  all  defense  matters.  The  effort 
facing  the  U.S.  Southern  Command  will  be  to  create  a  combined  defense  arrange- 
ment that  will  gradually  integrate  the  Panamanian  National  Guard  as  its  capa- 
bilities will  i)ermit.  There  is  every  indication  at  persent  that  this  objective  can  be 
reached  with  the  cooperation  of  both  sides. 
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Question.  Has  the  military  been  asked  to  make  recommendations  for  appoint- 
ments to  either  the  Joint  Committee  or  Combined  Board  which  will  be  making 
decisions  on  issues  involving  the  miUtary? 

Answer.  Planning  has  begun  on  the  establishment  of  the  Joint  Committee  and 
Combined  Board  to  take  effect  on  1  October.  The  structures  of  these  organiza- 
tions have  been  agreed  upon  and  personnel  to  serve  on  the  American  elements 
of  the  commissions  have  already  been  identified  by  the  U.S.  Armed  Forces. 

The  Joint  Committee  and  the  Combined  Board  will  not  be  decisionmaking 
bodies,  however,  but  will  have  principally  a  coordinating  and  consultative  role ; 
ultimate  military  decisions  that  relate  to  the  defense  of  the  Canal  will  be  arrived 
at  through  the  established  U.S.  chain-of-command. 

Question.  Since  these  boards  have  even  numbers  of  personnel  from  each  coun- 
ti*y,  is  it  not  likley  there  would  be  deadlocks  on  difficult  issues? 

Answer.  Undoubtedly,  the  possibility  of  a  deadlock  in  the  future  does  exist; 
however,  preliminary  meetings  have  indicated  that  a  reasonable  compromise  is 
probable.  If  in  an  esceptional  case,  a  true  impasse  develops,  both  countries  have 
already  agreed  on  steps  to  resolve  the  impasse  through  governmental  channels. 

Question.  Kow  would  those  deadlocks  be  eventually  resolved? 

Answer.  As  indicated  in  the  previous  answer,  deadlocks  will  be  resolved  by 
a  process  of  elevating  the  issues  to  higher  levels  within  the  respective  military 
establishments  and  finally,  if  necessary,  to  a  Government-to-Government  forum. 

Question.  What  has  been  the  level  of  cooperation  to  date  in  the  preliminary 
meetings  between  the  U.S.  and  Panamanian  military  i>ersonuel? 

Answer.  The  level  of  cooperation  thus  far  has  been  excellent.  I  am  pleased 
with  the  relations  that  exist  and  find  it  encouraging  for  the  future. 

Question.  Have  any  special  steps  been  taken  to  protect  U.S.  classified  documents 
and  information  once  these  combined  forces  are  established? 

Answer.  The  subject  of  the  protection  of  U.S.  classified  information  is  being 
treated  by  two  separate  means.  Within  the  Combined  Board,  no  U.S.  classified 
information  will  be  released  until  a  determination  is  made  that  all  U.S.  Govern- 
ment regulations  concerning  foreign  disclosure  have  been  adhered  to  by  both 
parties.  A  second  aspect  to  the  problem  is  the  necessity  to  acquire  guarantees  to 
assure  that  U.S.  classified  information  may  be  transported  from  one  U.S.  in- 
stallation to  another  without  fear  of  any  impediment  on  the  part  of  the  Pana- 
manian Government.  Panamanian  and  U.S.  military  officials  have  reached  a 
tentative  arrangement  that  neither  party  will  interfere  with  the  other  country's 
couriers.  The  principle  would  be  the  same  as  the  inviolability  of  diplomatic 
pouches.  This  accord  is  expected  to  be  consummated  by  the  start  of  the  treaty. 

Question.  Explain  for  the  Committee  how  these  U.S.  and  Panama  military 
foi'ces  will  be  combined  and  the  duties  they  will  carry  out. 

Answer.  The  Combined  Board  will  coordinate  and  consult  on  all  combined 
training  and  defense  matters.  The  national  identity  and  the  lines  of  authority 
of  the  armed  forces  of  each  party  will  be  maintanied,  however.  Matters  requir- 
ing decisions  will  be  staffed  and  approved  by  the  respective  military  organiza- 
tions (USSOUTHCOM  and  the  Panamanian  National  Guard)  before  implemen- 
tation. Initially,  the  IT.S.  will  have  the  larger  share  of  this  defense  respon- 
sibility but.  as  additional  Panamanian  forces  are  organized,  trained  and 
equipped,  the.v  will  assume  an  increasing  role  in  the  combined  defense.  The 
U.S.  will  retain  primary  responsibility  for  the  protection  and  defense  of  the 
Panama  Canal  until  the  year  2000. 

Question.  Are  any  training  programs  planned  and  if  so,  how  will  they  be 
funded? 

Answer.  Combined  exercises  and  training  programs  are  contemplated  with 
each  nation  bearing  the  cost  of  its  own  force  participation.  In  the  event  that 
training  is  provided  to  the  National  Guard  by  the  U.S.  forces,  the  cost  asso- 
ciated with  such  training  wiU  be  borne  by  Panama.  The  National  Guard  has 
renuested  an  extensive  school  training  program  in  CONUS  and  the  U.S.  Army 
School  of  the  Americas  in  Panama  for  fiscal  year  1980,  under  the  IMET  program. 


Questions  Submitted  by  Senator  Gordon  J.  Humphrey,  Answers  Supplied  bt 

Hon.  H.  R.  Parfitt 

Question.  Do  you  agree  with  Ambassador  ^loss  that  tolls  will  be  raised  in  excess 
of  50  percent  during  the  first  years  of  the  treaty?  Is  this  what  you  testified  to 
during  advice  and  consent  hearings? 
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Answer.  I  am  not  familiar  with  any  such  estimate  made  by  Ambassador  Moss. 
Our  current  estimate  is  that  in  fiscal  year  19S0  under  S.  1024  a  toll  rate  increase 
of  about  19.1  percent  would  be  required.  H.R.  Ill  would  require  an  increase  of 
almost  33.8  percent.  The  difference  is  essentially  that  H.R.  Ill  provides  that 
tolls  bear  the  additional  costs  of  interest  on  the  U.S.  investment  and  the  cost 
of  the  early  retirement  program.  It  should  be  noted  that  these  toU  rates  would 
increase  to  2S.6  percent  and  44.9  percent  respectively  if  the  North  Slope  oil 
traffic  were  to  be  lost.  Vv^e  have  no  current  estimates  of  tolls  requirements  beyond 
first  year  1980. 

When  I  testified  before  the  Committee  on  Armed  Services  in  February  1078,  I 
estimated  with  a  treaty,  and  without  a  requirement  to  pay  interest  on  the  U.S. 
investment  or  the  cost  of  the  early  retirement  program,  an  initial  tolls  increase 
of  19.5  percent  would  be  re^iuired,  followed  by  a  7.9-percent  increase  4  years  later, 
for  a  cumulative  movement  of  28  percent  during  the  first  6  years  of  the  treaty. 
In  the  same  testimony,  I  indicated  that  if  the  Canal  were  to  lose  a  substantial 
part  of  its  North  Slope  oil  revenues,  the  cumulative  tolls  increases  required  over 
tlie  first  6  years  of  the  treaty  would  equate  to  46  percent. 

Question.  How  would  a  50-percent  increase  impact  Canal  use  generally? 

Answer.  The  results  of  Panama  Canal  Company  sensitivity  analyses  indicate 
that  the  sensitivity  of  Canal  trafiie  increases  rapidly  as  toll  rates  are  raised 
beyond  40  percent.  The  findings  show  that  a  toll  rate  increase  of  40  percent,  elfec- 
tive  October  1,  1979,  could  result  in  a  diversion  of  approximately  1.4  percent  of 
Canal  cargo  tonnage  in  1980.  increasing  to  a  loss  of  3.2  percent  by  1982.  A  toll 
increase  of  50  percent  could  increase  traffic  diversions  to  3.4  percent  and  7.2  per- 
cent in  1980  and  1982,  respectively.  While  our  study  analyzed  the  potential  impact 
of  toll  rate  increases  only  through  1982,  we  recognize  that  the  full  impact  on  Canal 
traffic  may  not  occur  until  several  years  beyond  that  date. 

Question.  How  would  it  affect  use  of  American  ports? 

Answer.  The  diversion  of  cargo  to  alternatives  to  the  Panama  Canal  as  a  result 
of  a  50-percent  toll  rate  increase  would  have  a  small  overall  effect  on  the  total 
cargo  tonnage  moving  in  U.S.  oceanborne  trade.  The  diversions  from  the  Canal 
and  resulting  rearrangements  of  shipping  patterns  would,  however,  have  effects 
on  specific  ports.  The  effects  on  U.S.  West  Coast  ports  would  be  beneficial  with 
the  estimated  diversion  in  1982  of  approximately  3.2  million  tons  of  cargo  from 
the  Canal  trade  to  U.S.  minibridge  service.  Approximately  half  of  this  tonnage  is 
expected  to  be  container  and  general  cargo  that  would  be  lost  to  U.S.  East  Coast 
V^orts  and  most  of  the  remainder  being  shipments  of  grain,  automobiles,  chemicals 
and  iron  and  steel  products  previously  moving  through  ports  in  the  U.S.  Gulf. 

In  addition,  an  estimated  300,000  tons  of  cargo  could  be  expected  to  cease  mov- 
ing in  U.S.  waterborne  intercoastal  trades  in  1982  should  tolls  be  increased  by  50 
percent.  This  cargo  would  likely  consist  almost  entirely  of  petroleum  products  and 
chemicals  moving  between  Gulf  and  West  Coast  ports. 

Question.  Would  such  a  rise  be  an  inflationary  factor? 

Answer.  Canal  toll  rates  are  a  very  small  part  of  the  total  transportation  costs 
of  goods  moving  in  ocean  trade  through  the  Panama  Canal  and  toll  rate  increases 
as  high  as  50  percent  would  have  a  negligible  affect  on  U.S.  inflation  rates.  For 
example,  a  toll  rate  increase  of  50  percent  would  add  approximately  .fO.0.34  to  the 
transportation  costs  of  a  box  of  bananas,  about  .$6.50  to  the  cost  of  an  automobile, 
$0.09  to  a  barrel  of  North  Slope  crude  oil  and  .$0,002  to  a  pound  of  sugar.  Overall, 
additional  transportation  costs  borne  by  U.S.  sources  would  probably  be  less  than 
$45  million  in  fiscal  year  1980  as  a  result  of  a  toll  increase  of  .50  percent. 

Question.  Would  you  personally  approve  of  such  an  immediate  rise? 

Answer.  One  of  our  management  goals  is,  of  course,  to  provide  efficient  transit 
service  while  minimizing  toll  rate  increases.  At  the  same  time  the  Panama  Canal 
Company  is  required  by  law  to  operate  on  a  breakeven  basis  financially.  If,  after 
cutting  costs  as  much  as  possible,  a  50-percent  toll  increase  wei-e  necessary  to  pro- 
vide efficient  transit  service  and  satisfy  the  legal  requirement  to  operate  at  a 
breakeven  point.  I  would  have  no  choice  but  to  approve  of  such  an  increase.  How- 
ever, I  would  do  so  with  great  reluctance. 

Question.  Should  the  Congress  enact  a  provision  into  law  requiring  reimburse- 
ment to  the  United  States  of  the  net  direct  investment  as  yet  unrecovered  and 
interest  upon  that  sum,  what  would  the  impact  be  on  toll  rates  to  cover  such 
items? 

Answer.  Our  current  estimate  of  the  toll  rate  increase  that  would  be  required  in 
fiscal  year  1980  under  S.  1024  is  19.1  percent.  If  amortization  of  the  U.S.  invest- 
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ment  and  interest  were  to  be  required,  a  toll  rate  increase  of  34.6  percent  would  be 
needed.  This  assumes  interest  will  continue  to  be  calculated  on  the  basis  of  the 
average  coupon  rate  as  is  now  applied  to  the  Panama  Canal  Company.  If  an  aver- 
age yield  rate  were  to  be  applied,  which  H.R.  Ill  provides  for,  the  toll  increase 
would  approximate  36.2  percent. 

If  H.R.  Ill  were  to  be  acted  in  its  present  form,  which  provides  for  the  payment 
of  interest  and  early  retirement  costs,  a  toll  increase  of  33.8  percent  would  be 
needed.  If  this  bill  were  amended  to  also  require  the  amortization  of  the  U.S. 
investment,  the  required  increase  would  approximate  38  percent. 

Question.  Would  you  recommend  such  recovery  and  why? 

Answer.  This  is  a  national  policy  question.  There  is  a  natural  appeal  to  having 
the  U.S.  Government  recover  its  investment  in  tlie  Canal.  As  the  operator  of  the 
waterway,  however,  I  must  caution  that  the  more  costs  that  are  placed  on  the 
Canal,  the  greater  the  risk  that  the  operation  will  be  unable  to  remain  self- 
sustaining. 

Question.  In  your  judgment,  what  is  the  maximxun  toll  increase  which  would 
avoid  diminishing  returns? 

Answer.  In  a  study  completed  in  January  1978  by  the  consulting  firm  Inter- 
national Research  Associates,  (IRA),  under  contract  to  the  Panama  Canal 
Company  and  the  Department  of  State,  the  maximum  toll  revenue  attainable  was 
estimated  at  approximately  40  percent  greater  than  the  revenue  projected  without 
a  toll  increase.  Attainment  of  the  maximum  revenue  would  require  a  toll  rate 
increase  of  between  75  and  100  percent. 

A  recent  in-house  sensitivity  study,  which  estimated  the  effects  of  toll  rate 
increases  up  to  a  maximum  50  percent,  fuund  sen.sitivity  at  that  level  to  be 
significantly  less  than  that  suggested  by  IRA.  Based  on  this  study,  it  would  ap- 
pear that  the  maximum  toll  increase  possible  is  considerably  in  excess  of  40 
percent  and  that  the  point  of  dimiaishing  returns  would  be  in  the  high  end  of 
the  range  estimated  by  IRA  in  their  1978  analysis. 

Question.  Do  you  understand  the  terms  of  the  Panama  Canal  Treaty  to  re- 
quire Panama  to  act  in  a  particular  manner  in  order  to  maintain  the  neutrality 
of  the  Isthmus? 

Answer.  The  question  is  understood  to  refer  to  the  Treaty  Concerning  the 
Permanent  Neutrality  and  Operation  of  the  Panama  Canal  rather  than  the 
so-called  Panama  Canal  Treaty.  I  read  the  Neutrality  Treaty  as  stating  the 
basic  undertaking  on  the  part  of  Panama  to  keep  the  Canal  permanently  neu- 
tral and  accessible  to  the  vessels  of  all  nations.  The  Treaty  has  provisions,  in 
Articles  III  &  VI,  that  deal  specifically  with  such  subjects  as  efficient  operation, 
equitable  and  reasonable  navigation  rules,  availability  of  ancillary  services, 
tolls,  and  the  passage  of  warships  and  auxiliaries.  I  do  not  find  anything,  how- 
ever, that  describes  the  means,  or  nature  oi  action,  by  which  the  Panamanian 
Government  is  required  to  maintain  the  neutrality  of  the  Isthmus. 

Question.  In  your  considered  military  judgment,  is  Panamanian  activity  de- 
signed to  bring  down  Central  American  governments  to  which  Panama  is  hostile, 
contrary  to  the  guarantee  made  by  Panama  to  the  United  States  to  provide  for 
the  peaceful  use  of  the  Panama  Canal  operating  area?  Why? 

Answer.  This  question  raises  issues  concerning  Panama's  foreign  and  military 
policy  toward  other  Central  American  countries,  as  well  as  interpretation  of 
treaty  language,  all  of  which  are  within  the  purview  of  other  senior  officials  of 
the  U.S.  Government  on  the  local  scene.  Accordingly,  I  would  defer  to  them  for 
an  authoritative  and  comprelieusive  response  to  your  question. 

Question.  When  you  were  planning  for  the  period  after  the  treaty  entered  into 
force,  did  you  factor  in  considerations  of  Panamanian  revolutionary  activities  in 
Central  America? 

Answer.  No  Sir.  From  the  point  of  the  operators  of  the  waterway,  our  primary 
concern  in  planning  for  the  implementation  of  the  treaty  has  been  to  insure,  as 
best  we  can,  that  both  the  U.S.  and  Panama  will  have  material  and  personnel 
resources  necessary  to  provide  for  a  smooth  transition  when  the  treaty  enters 
into  force  on  October  1.  The  foreign  policy  of  Panama  respecting  Central  America 
has  not  been  a  factor  in  this  planning. 

Question.  Article  XIII  income  to  Panama  during  the  life  of  the  Treaty  is 
estimated  at  more  than  $65  million  per  annum.  What  is  the  current  net  annual 
income  of  income-producing  operations  to  be  transferred  to  Panama  under  the 
terms  of  the  Treaty? 

Answer.  The  only  significant  income-producing  operation  transferred  to  the 
Republic  of  Panama  under  the  Treaty  is  the  Marine  Terminals  activity  netting 
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approximately  $3  million  a  year.  Many  of  the  other  commercial  activities  being 
transferred  to  Panama  such  as  the  Railroad,  Food  Units,  Theaters,  etc.  have 
in  recent  years  been  operating  at  a  deficit. 

Question.  Under  the  terms  of  the  various  escalator  clauses  in  the  Treaty  and 
the  current  net  income  of  operations  to  be  transferred  to  Panama,  is  it  a  fair 
estimate  that  Panama  vpill  realize  as  much  as  $100  million  dollars  per  annum 
during  the  life  of  the  Treaty  ? 

Ansvper.  Our  estimates  indicate  that  payments  to  Panama  will  average  approxi- 
mately $100  million  per  year  over  the  life  of  the  Treaty.  This  assumes  no  growth 
in  traffic  over  the  20-year  period  and  a  constant  payment  of  $10  million  for 
public  services,  and  therefore  is  a  conservative  estimate. 

No  estimate  has  been  made  of  potential  net  income  from  operations  transferred 
to  Panama. 

Question.  According  to  the  estimates  of  Ambassador  Moss,  vsdll  this  income 
solve  the  economic  crisis  which  Panama  faces  in  the  next  .5  years? 

Answer.  I  would  not  expect  that  treaty  related  income  will  be  a  panacea  for 
all  of  Panama's  economic  demands. 

Question.  Is  Panama  in  close  alliance  with  Cuba? 

Answer.  Cuba  has  what  I  am  informed  is  a  relatively  large  embassy  comple- 
ment in  Panama  and  there  are  reports  of  visits  and  other  interchanges  between 
officials  of  the  two  Governments.  I  feel,  however,  that  I  should  defer  to  the 
Department  of  State  for  a  more  comprehensive  answer  concerning  the  full 
particulars  of  the  relationship  between  Cuba  and  Panama. 

Question.  Does  this  relationship  have  a  bearing  on  the  operation  of  the  Canal? 

Answer.  From  the  standpoint  of  Canal  operations,  the  relationship  between 
Cuba  and  Panama  has  had  no  impact  to  date. 

Question.  Is  the  Panamanian  relation  with  Cuba  irrelevant  to  the  defense 
posture  of  the  United  States? 

Answer.  While  this  relationship  may  have  some  relevance  in  this  regard. 
I  would  again  defer  to  our  military  and  intelligence  communities  for  a  more 
authoritative  response. 

Question.  Assuming  that  no  implementing  legislation  has  been  enacted  by 
Congress  on  October  1,  1979,  can  you  describe  what  operational  activities  you  will 
take?  Will  you  surrender  the  Canal  to  Panama?  On  what  basis? 

Answer.  I  do  not  visualise  surrender  of  the  Canal  to  Panama  because  of  lack 
of  enactment  of  implementing  legislation  on  October  1.  I  have  to  assume  that  our 
Government  will  be  able  to  provide  some  m.eans  that  will  enable  the  Canal  en- 
terprise to  continue  operations  imtil  appropriate  legislation  is  passed. 

Question.  With  or  without  implementing  legislation,  could  Panama  close  the 
Canal? 

Answer.  One  cannot  rule  out  that  possibility.  There  are  many  ways  in  which 
operation  of  the  Canal  could  be  adversely  affected.  Considering  that  approximate- 
ly 7.5  percent  of  the  Canal  work  force  is  compiised  of  Panamanian  citizens,  ob- 
viously the  Government  of  Panama  could  take  steps  that  would  be  disruptive  to 
those  employees.  If  such  measures  were  brought  to  bear  forcefully  enough  or 
sustained,  over  any  appreciable  period  of  time,  it  could  impact  adversely  on 
Canal  operations.  However,  we  feel  it  is  unlikely  that  such  actions  could  result 
in  permanent  closure  of  the  waterway.  Other  more  extreme  measures  such  as 
direct  military  action,  sabotage,  organized  terrorist  activity,  or  large  scale  civilian 
disturbances  aimed  at  disrupting  operations  or  threatening  the  workforce  could 
have  more  drastic  effects.  Nevertheless,  given  our  security  measures,  military 
forces,  and  reinforcement  capability.  I  am  reasonably  confident  that  countei'- 
measures  could  be  taken  to  provide  a  high  level  of  assurance  that  a  prolonged 
closure  of  the  Canal  would  not  result. 

Question.  Is  the  Canal  vulnerable  to  retaliatory  action  by  Central  American 
nations  against  whom  Panama  has  aided  insurgent  guerrilla  activity? 

Answer.  The  Canal  agencies  have  had  a  security  system  in  effect  which,  to  date, 
has  provided  adequate  operational  security.  The  nrincipal  Canal  structures  and 
the  heavy  machinery  which  makes  (Iiem  operational  are  not  easily  .susceptible 
of  being  knocked  oiat  of  commission.  This  is  not  to  say,  however,  that  the  Canal 
and  its  installations  are  immune  from  sabotage  or  other  guerrilla  actions.  I  might 
add  that  the  Department  of  Defense  may  have  its  own  observations  on  this  sub- 
.iect,  T>firticularly  in  light  of  its  responsibilities  for  the  present  and  future 
defense  of  the  Canal. 

Question.  Is  it  vulnerable  to  Panamanian  guerrilla  activity? 
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Answer.  My  answer  would  be  the  same  as  for  the  previous  two  questions. 

Question.  Explain  the  difference. 

Answer.  Perhaps  because  of  geographical  proximity,  guerrilla  activity  from 
Panama  would  be  less  complicated  logistically  and  more  difficult  to  identify.  Thus 
it  would  probably  pose  the  greater  threat. 

Question.  Do  you  consider  that  the  situation  has  changed  between  the  United 
States  and  Panama  since  the  Senate  consented  to  the  Panama  Canal  Treaty  of 
1977? 

Answer.  Yes.  Although  the  period  has  not  been  problem-free,  in  my  view  there 
has  been  evidence  throughout  the  past  year  of  an  increasing  sense  of  cooperative 
effort  by  Panamanian  officials  in  the  interest  of  making  the  new  treaty  a  workable 
arrangement. 

Question.  Were  you  aware  when  you  testified  in  favor  of  consent  that  Panama 
was  embarked  on  a  policy  of  armed  intervention  in  the  internal  affairs  of  other 
Central  American  states?  If  you  were  aware  of  these  facts,  did  you  so  indicate  to 
the  Senate? 

Answer.  I  had  no  knowledge  of  Panamanian  intentions  regarding  the  internal 
affairs  of  other  Cetral  American  states  at  the  time  I  testified  during  the  course  of 
Senate  hearings  on  the  treaty. 

Question.  If  you  were  not,  please  explain  why  the  newly  discovered  facts  of 
Panama  intervention  do  not  constitute  a  different  state  of  facts  than  those  which 
you  testified  at  that  time? 

Answer.  Panama's  foreign  policy  posture,  whether  or  not  it  has  shifted  during 
the  intervening  period,  was  not  a  matter  about  which  I  gave  any  testimony  during 
Senate  hearings  on  the  treaty. 

Senator  Levin.  I  want  to  thank  yon  for  coming  up  and  helping  us 
with  your  testimony.  It  has  been  very  useful  to  us,  and  if  there  are 
no  other  questions,  we  will  be  in  recess  until  tomorrow  morning  at 
8 :30  in  room  1224. 

["Wliereupon,  at  4:10  p.m.,  the  hearing  was  recessed,  to  reconvene 
at  8 :30  a.m.  of  the  following  day.] 
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U.S.  Senate, 

COMIVnTTEE  ON  ArMED  SeRVICES, 

Washington,  D.G. 

The  committee  met,  pursuant  to  recess,  at  8 :  40  a.m.  in  room  1224, 
Dirksen  Senate  Office  Building,  Hon.  Carl  Levin  presiding.  _ 

Present:  Senators  Stennis  (chairman),  Byrd  of  Virginia,  Levin 
(presiding),  Thurmond,  Humphrey,  Jepsen,  Exon,  and  Warner. 

Also  present :  John  C.  Roberts,  general  counsel ;  Phyllis  A.  Bacon, 
assistant  chief  clerk;  Edward  B.  Kenney,  professional  staff  member; 
Doris  E.  Connor,  clerical  assistant ;  Frank  Krebs,  assistant  to  Senator 
Cannon;  Greg  Pallas,  assistant  to  Senator  Exon;  David  Fitzgerald, 
assistant  to  Senator  Humphrey ;  and  Peter  Lennon,  assistant  to  Sena- 
tor Levin. 

OPENING  STATEMENT  BY  SENATOR  CARL  LEVIN,  PRESIDING 

Senator  Levin.  This  is  the  second  day  of  hearings  relative  to  the 
Panama  Canal  Treaty  Implementation  legislation.  In  the  absence  of 
Chairman  Stennis,  we  are  going  to  proceed.  We  are  first  going  to  wel- 
come, then  call  upon  Congressman  Robert  Bauman,  of  Maryland,  who 
is  the  ranking  minority  member  of  the  Merchant  Marine  and  Fisheries 
Committee  of  the  U.S.  House  of  Representatives. 

We  will  then  call  upon  Congressman  George  Hansen  of  Idaho.  I 
believe  that  Congressman  Carroll  Hubbard  of  Kentucky  is  also  here 
to  testify  this  morning,  and  then  at  9  a.m.  or  shortly  before,  hopefully, 
we  will  hear  from  Dr.  Alan  K.  Campbell,  who  is  Director  of  the  U.S. 
Office  of  Personnel  Management;  and  also  from  Gov.  Harold  E. 
Pa  rfitt,  who  is  again  with  us  today. 

First,  then.  Congressman  Bauman,  we  want  to  welcome  you  and 
thank  you  for  coming. 

STATEMENT  OF  HON.  ROBERT  E.  BAUMAN.  A  REPRESENTATIVE 
IN  CONGRESS  PROM  THE  STATE  OF  MARYLAND         ^ 

Mr.  Bauman.  Thank  you,  Mr.  Chairman.  I  appear  here  this  morning 
in  my  capacity  as  the  ranking  minority  member  of  the  Panama  Canal 
Subcommittee  of  the  Merchant  Marine  and  Fisheries  Committee  in  the 
House.  I  do  not  have  a  formal  statement,  I  came  more  in  the  spirit 
of  just  discussing  with  the  members  of  your  distinguished  committee^ 
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tlie  legislation  that  passed  the  House  a  few  days  ago  and  the  situation 
in  which  I  think  we  find  ourselves. 

I  hope  that  my  comments  will  be  helpful.  They  are  made  in  the 
spirit  of  one  who  opposed  the  legislation  in  the  House  but  who  had 
full  and  free  access  to  the  legislative  process,  working  with  our  chair- 
man, J  olin  Murphy  of  New  York ;  and  Carroll  Hubbard  of  Kentucky, 
our  subcommittee  chairman,  from  whom  you  will  hear  shortly. 

I  would  say  at  the  outset  that  I  understand  Congressman  Murphy 
had  to  be  out  of  town  today  on  a  personal  matter,  and  his  statement 
will  be  delivered  by  Mr.  Hubbard.  I  think  there  is  much  in  it  that 
I  can  endorse. 

I  also  speak  to  you  as  one  who  feels  that  there  is  need  for  implement- 
ing legislation,  though  the  legislation  that  passed  the  House  was  not 
in  a  form  that  I  felt  I  could  support. 

Let  me  make  just  one  preliminary  statement  before  I  comment 
briefly  on  a  few  sections  of  the  bill.  I  think  you  have  to  realize  that 
this  legislation  was  very  hard  fought  in  the  House  of  Representatives, 
with  the  administration  scheduling  and  then  delaying  it  a  number  of 
times  because  of  the  close  vote.  On  the  essential  vote  on  the  so-called 
Hansen  amendment,  which  was  a  direct  vote  on  the  tei*ms  of  the 
amendment  that  the  gentleman  from  Idaho  offered,  a  change  of  three 
or  four  votes  would  have,  in  fact,  changed  the  whole  nature  of  the 
legislation.  The  administration  contended  that  it  would  have  nullified 
a  number  of  parts  of  the  treaty. 

On  the  final  passage  of  the  legislation,  it  was  only  by  a  margin  of 
about  12  votes.  So  I  think  you  can  see  that  despite  the  fact  that  the 
legislation  had  the  support  of  Mr.  Murphy,  the  administration,  and  a 
great  many  others,  many  of  whom  had  been  opposed  to  the  treaties 
but  felt  that  they  had  to  vote  for  some  implementing  legislation,  a  very 
large  number  of  Members  of  the  House  felt  that  no  legislation  at  all 
should  be  enacted. 

I  think,  to  be  frank  about  it,  that  was  because  the  political  percep- 
tion in  their  districts,  as  they  saw  it,  was  that  a  vote  in  favor  of  im- 
plementing legislation  was  in  fact  an  endorsement  of  the  treaties. 
Altliough  you  and  I  know  that  legally  the  treaties  could  not  be  repealed 
by  the  implementing  legislation,  that  still  was  the  perception.  Many 
Members  said  privately  to  me,  and  some  publicly,  that  they  did  not 
want  their  votes  associated  with  anything  that  lends  support  to  the 
treaties. 

So,  what  I  am  suggesting  to  you  is  that  while  we  certainly  are  co- 
equal branches  of  the  legislative  branch  of  Government,  I  think  I  can 
say  to  you  honestly  that  if  this  legislation  is  changed  substantially 
from  the  form  that  it  passed  the  House,  there  will  be  no  legislation. 

Mr.  Murphy  of  New  York  can  speak  for  himself  in  his  own  state- 
ment, but  he  said  on  the  floor  of  the  House  on  more  than  one  occasion 
during  our  debate  that  the  essential  structure  the  legislation  puts  to- 
gether is  the  minimum  that  the  House  will  probably  require.  And  I  am 
well  aware  that  the  administration  has  made  plain  its  intention  to 
change  this  bill.  In  fact,  the  President  said  in  my  presence  and  that 
of  a  number  of  other  House  Members  about  2  weeks  ago,  that  he  would 
exercise  his  powers  as  he  saw  fit  to  honor  the  commitments  that  he 
felt  had  been  made  to  Panama  and  to  General  Torrijos,  and  that 
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meant  having  to  change  a  number  of  provisions  of  the  House  bill 
when  it  came  to  the  Senate.  That  may  well  be.  I  think  that  would  be 
a  tragic  miscalculation  on  the  part  of  the  President,  because  if  indeed 
there  are  major  changes,  the  House  just  will  not  agree. 

Mr.  Murphy's  response  to  a  direct  question  from  the  press  after  the 
bill  passed  was  that  if  major  changes  are  made,  the  House  would 
reject  any  conference  report,  and  he  indicated  that  that  would  be  his 
position. 

So  I  hope  that  we  can  work  in  the  framework  of  the  legislation  that 
is  before  us.  As  someone  who  has  been  submerged  in  this  issue  for 
more  than  a  year  and  has  had  to  make  a  number  of  trips  to  Panama, 
and  sat  through  many  hours  of  testimony,  I  can  say  to  you  honestly 
that  despite  the  charges  from  the  administration  and  the  charges 
from  the  Panamanian  Government,  there  is  nothing  in  this  legisla- 
tion that  I  feel  contradicts  the  letter  of  the  treaties.  It  may  well  be 
that  in  several  important  respects,  the  terms  vary  from  private  assur- 
ances given  by  the  administration,  assurances  perhaps  given  by  Mr. 
Linowitz  or  Mr.  Bunker.  But  our  reading  of  the  treaty  which  we  laid 
down  line  for  line  against  the  terms  of  this  bill,  was  simply  that  it 
was  not  in  fact  at  variance  with  the  terms  of  the  treaty.  And  I  am  sure 
you  will  hear  administration  witnesses  on  that  point  repeatedly. 

The  bill  that  we  have  passed  in  the  House  which  I  commend  to 
you  strongly,  even  though  I  did  not  support  it,  is  a  minimum  that 
most  of  us  would  require.  The  bill  before  us  I  think  is  a  very  strong 
bill  which  gives  the  Congress  of  the  United  States  annual  control 
and  supervision  over  the  Panama  Canal  Commission  by  requiring 
annual  authorizations  and  appropriations  in  both  Houses. 

It  gives  to  us  control  over  the  finances  by  creating  a  special  fund  in 
the  Treasury  for  the  revenues  from  the  canal  tolls.  From  that  fund, 
the  appropriations  are  to  be  made  under  the  terms  of  the  bill  so  that 
there  will  be  no  misunderstanding  about  the  U.S.  taxpayers  having 
to  subsidize  it. 

It  has  various  provisions  which  we  feel  are  consistent  with  the 
treaty  dealing  with,  for  instance,  the  contingent  fund,  and  also  rati- 
fies the  property  transfer  which  the  Senate  in  effect  also  did  when  it 
acted  on  the  treaties. 

Let  me  tell  you  why  I  think  this  strong  congressional  control  is 
absolutely  necessary.  Despite  the  fact  that  both  the  State  Department 
officials  and  the  officials  of  Panama  have  said  repeatedly  that  there 
was  no  connection  between  the  situation  in  Nicaragua  and  the  Pan- 
am.anian  Government's  action  towards  Nicaragua,  it  is  our  feeling 
and  my  personal  belief,  that  if  the  Government  of  Panama  has  not 
already  violated  the  terms  of  the  neutrality  treaty  they  have  come 
close  to  it. 

For  instance,  that  second  treaty,  the  neutrality  treaty,  suggests  that 
the  Panamanian  Government  has  a  duty  to  the  United  States  to  avoid 
any  actions  which  would  subject  the  canal  to  armed  attack.  That  is  a 
specific  phrase,  I  believe.  And  yet  they  have  consistently  over  the  last 
6  to  8  months  engaged  in  illegal  acts,  acts  which  are  in  contravention 
of  the  Organization  of  American  States  Charter,  the  United  Nations 
Charter  and  most  recently  violating  United  States  laws. 

As  you  may  Imow,  the  former  Panamanian  Consul  General  in 
Miami  is  under  indictment,  along  with  several  other  Panamanian  na- 
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tionals,  in  Miami  for  illegal  gunnmning  violations  of  Federal  laws. 

I  am  not  at  liberty  to  discuss  this  with  yon  in  detail,  thonc;]!  I  am 
sure,  if  you  wish,  you  can  avail  yourself  of  the  private  and  closed  and 
classified  briefings  that  General  McAnliffe  and  others  have  provided 
to  our  subcommittee  and  our  full  committee.  As  you  know,  we  had 
a  secret  session  of  the  House  of  Representatives  for  the  first  time  since 
1849,  in  which  for  an  hour  and  a  half  many  of  the  facts  were  laid  out 
before  the  House  regarding  Panama's  involvement  in  the  Nicaraguan 
situation.  And  I  don't  think  I  violate  any  confidence,  but  I  will  give 
you  my  own  judgment  based  on  2  days  of  liearings  of  our  subcom- 
mittee, that  the  Panamanian  Government,  at  the  direction  of  its  lead- 
ers, including  General  Torrijos,  have  systematically  over  a  period  of 
at  least  8  months  and  longer,  broken  F'^f'lcral  law  and  these  inter- 
national charters  and  treaties  by  illegally  importing  arms  into  the 
territory  of  Panama  and  transporting  them  from  there  to  Nicaragua 
to  be  used  by  the  Communist  guerrillas,  the  Sandinistas. 

And  we  have  here  today,  and  perhaps  Mr.  Hubbard  would  like  to 
elaborate  on  this  point,  arms  which  have  been  traced  directly  througli 
the  U.S.  Customs  in  Miami.  These  are  arms  that  were  purchased 
illegally  in  Miami  according  to  the  indictment.  They  were  traced  to 
a  front  corporation  allegedly  owned  or  controlled  by  Gen.  Manuel 
Noriega,  the  second  in  command  of  the  G-2  under  General  Torrijos 
in  the  guardia  nacional,  and  thence  were  traced  to  the  Costa  Rican- 
Nicaraguan  border  on  two  occasions  in  May  when  the  same  guns, 
serial  numbers  matching,  showed  up  in  the  hands  of  Sandinista  sup- 
porters, being  smuggled  into  that  country. 

Now,  that  is  only  one  instance,  but  we  have  had  evidence  of  Cuban 
intervention,  which  the  administration  only  in  the  last  few  days  has 
become  concerned  about.  Cuban  cooperation  and  Panamanian  coop- 
eration working  together  to  undermine  the  existing  government  in 
Nicaragua.  And  whatever  one  thinks  about  tlmt  government,  it  still 
seems  to  me  that  this  has  to  call  into  some  question  the  good  faith 
of  our  partner  in  these  treaties  and  the  good  faith  of  onr  partner  in 
this  implementing  legislation. 

I  raise  this  because  I  think  it  iroes  to  the  heart  of  the  form  of  the 
implementing  legislation  and  what  controls  are  necessary  in  the  9.0 
years  remaining,  if  indeed  the  treaty  lasts  20  years.  T  point  specifically 
to  you.  for  instance,  section  108  of  the  legislation  which  makes  it  plain 
that  the  President,  any  President,  in  the  future,  has  the  option  in  time 
of  war  in  which  either  the  United  States  or  Panama  is  enG:aged,  to 
designate  a  military  officer  to  control  and  operate  the  canal.  I  knoAv 
this  is  a  sore  point  with  the  administration.  Thev  feel  that  it  violates 
in  some  way  the  understandings  of  Panama,  and  I  know  Panama  has 
denounced  this  provision.  But  I  suggest  to  you  that  it  is  not  incon- 
sistent with  the  treaty  terms,  and  the  historic  description  of  recent 
activities  of  the  Panamanian  Government  mnkes  sometliing  like  this 
as  an  option  imperative  for  the  President  to  have  at  liis  command 
in  the  future. 

So  what  I  am  saving.  T  think  in  total,  is  that  the  treaties  in  my  own 
view  were  a  mistake,  but  we  are  now  left  with  the  accoiunlished  fact 
of  those  treaties  and  we  have  to  make  the  best  of  a  bad  situation.  In- 
credibly, General  Torrijos  has  not  used  any  judgment  in  my  view  in 
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the  activities  in  which  his  government  has  been  engaged  in  recent 
months.  I  personally  believe  there  was  a  calculated  eli'ort  to  let  the  Gen- 
eral fade  mto  the  background  momentarily,  though  I  have  no  ques- 
tion in  my  mind,  having  spent  a  great  deal  of  tune  in  Panama  and 
talked  to  many  Panamanians,  that  the  General  retains  absolute  control 
of  the  country  and  no  major  decisions  are  made  without  liis  concur- 
rence or  direction. 

But  it  seems  to  me  that  he  would  have  been  much  better  in  his  judg- 
ment had  he  stayed  out  of  the  Nicaraguan  situation,  stayed  out  of  these 
illegal  activities,  at  least  until  this  legislation  was  passed.  And  i  think 
it  is  an  unfortunate  situation  when  we  find  the  Government  of  the 
United  States  denying,  first  denying  that  Panama  was  involved  in 
these  matters,  then  saying  before  our  committee  that  perhaps  they 
were,  and  then  finally  admitting  yes,  they  were  involved,  but  so  what, 
because  it  generally  coincides  with  the  administration's  policy  on 
Nicaragua. 

I  personally  don't  have  much  hope  that  these  treaties  will  last  their 
life,  but  that  they  will  be  abrogated  by  Panama  in  a  matter  of  a  very 
brief  time.  But  under  the  treaties  and  under  international  law,  you 
and  I  as  Members  of  the  Congress  have  an  obligation  to  address  the 
question  of  implementing  legislation.  That  is  why  I  am  here  this 
morning,  and  1  appreciate  very  much  the  courtesy  of  your  committee 
in  hearing  me. 

I  hope  that  you  will  keep  in  mind  the  difficult  position  that  this  legis- 
lation comes  to  you  in  as  far  as  the  House  of  Representatives  and  the 
possibility  of  passing  it. 

Senator  Levin.  Thank  you  very  much  for  being  with  us,  Congress- 
man Bauman. 

I  think  we  will  proceed,  then,  to  Congressman  George  Hansen. 

Senator  Byrd.  Mr.  Chairman,  do  we  query  the  witness  at  this  point  ? 

Senator  Levin.  Do  you  wish  to  leave,  or  do  you  want  to  wait? 

Mr.  Bauman.  If  you  don't  mind,  I  would  like  to  go. 

Senator  Levin.  Why  don't  we  see  if  there  are  any  questions  before 
you  do  go. 

Senator  Byrd  ? 

Senator  Byrd.  Thank  you,  Mr.  Chairman. 

First  let  me  say  that  i  think  the  Armed  Services  Committee  of  the 
Senate  is  fortunate  in  having  Senator  Levin  as  the  member  of  the  com- 
mittee who  will  hold  the  hearings  on  this  bill  and  who  will  take  a 
special  interest  in  trying  to  develop  an  appropriate  bill  for  the  Senate. 

Now,  Congressman  Bauman,  the  Murphy  bill  you  say  is  the  mini- 
mum that  the  House  would  accept. 

Mr.  Bauman.  That  is  my  judgment.  It  is  also  the  judgment  of  Con- 
gressman jMurpliy.  As  I  say,  during  the  debate  on  the  legislation  this 
question  was  raised  on  the  floor  of  the  House  and  the  Congressman 
from  New  York  who  has  supported  this  legislation  made  it  clear  that 
he  would  join  in  rejecting  the  legislation.  With  this  legislation  having 
passed  by  only  12  votes  on  final  passage,  I  would  have  to  predict  that 
any  conference  report  that  varied  in  a  major  way  from  at  least  the 
basic  elements  that  I  have  outlined,  the  annual  authorization  and  ap-. 
propriation,  the  control  by  Congress  as  opposed  to  the  corporate  form 
that  the  administration  wants,  and  control  in  time  of  war,  would  prob- 
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ably  lead  to  the  defeat  of  the  legislation.  With  an  October  1  deadline 
on  lis,  that  would  certainly  be  counterproductive. 

Senator  Byrd.  So  far  as  my  one  vote  is  concerned,  I  feel  I  could  not 
support  the  administration  bill.  I  think,  and  would  hope,  that  this  com- 
mittee would  start  with  the  Murphy  bill,  discard  the  administration 
bill  entirely,  and  then  consider  the  Murphy  bill. 

What  features  of  the  Murphy  bill  do  you  feel  from  your  point  of 
view  are  the  most  objectionable  ? 

Mr.  Batjmax.  Well,  overall,  I  have  to  admit  to  you.  Senator,  that 
our  chairman  from.  Xew  York  was  very  kind  to  me  and  to  others  on 
the  committee.  We  went  through  two  drafting  sessions  prior  to  our 
actual  markup.  Many  of  the  suggestions  that  I  made  and  others  on 
the  committee  made  were  adopted,  and  I  would  say  that  in  general, 
despite  the  fact  that  there  could  be  a  considerable  tightening  on  the 
financial  parts  tliat  the  H.R.  Ill  would  be  a  bare  minimum. 

And  just  for  the  interest  of  your  committee,  understand  that  H.R. 
1716,  which  was  the  administration  bill,  was  brought  before  our  com- 
mittep,  with  the  statement  from  the  administration  that  this  was  ab- 
solutely what  they  wanted  and  they  would  not  vary  from  that.  Over 
a  period  of  2  n"ionths  of  hearings  and  then  final  markup,  and  then 
the  Rules  Committee  in  the  House,  the  administration  embraced  the 
Murphy  bill  completely  because  they  saw  there  were  no  chances  of 
passing  their  bill.  And  I  have  soon  a  secret  memorandum  prepared 
in  the  Defense  Department  and  the  State  Department  some  months 
ago  which  indicates  that  the  strategy  at  that  point  was  to  pass  H.R. 
Ill  or  anythinir  in  the  House,  anything  that  said  Panama  Canal  im- 
plementing legislation,  and  that  when  it  came  before  the  Senate,  the 
administration  would  engage  in  a  major  push  to  change  all  of  these 
elements. 

They  may  try  that,  but  if  they  don't  want  any  legislation,  that  is 
the  surest  way  to  provide  that  there  will  be  no  legislation. 

Senator  TiYHT).  Well,  I  queried  both  the  Deputy  Secretary  of  De- 
fense and  the  Deputy  Secretarv  of  State  yesterday  and  put  the  ques- 
tion directly  to  on  oh  one  of  them.  It  was  a.  little  difficult  to  get  an 
answer  promptlv  from  Secretarv  Duncan,  but  both  of  them  finally 
gave  an  affirmative  reply  when  I  asked  the  question  did  the  Defense 
Department  and  the  State  Department  support  the  Murphy  bill  when 
it  was  before  the  House  of  Representatives  for  a  vote.  Each  of  them 
said  that  their  respoctive  Departments  did  support  it. 

Now,  Secretary  Duncan  said  he  supported  it  with  reservations.  All 
of  us  know  we  can't  vote  maybe  on  a  piece  of  legislation :  we  have  got 
to  vote  vea  or  nay.  So  thev  supported  it.  IMr.  Christopher  so  stated 
before  this  committee  vesterday. 

Yet  T  read  in  the  Washington  Post  today  where  he  said  that  the 
House  bill  "could  injure  cooperation  and  revive  past  antagonisms." 

So  he  comes  before  this  committee  and  argues  against  the  bill  that 
he  had  supported  in  the  House.  Now,  how  are  the  people  of  this  country 
going  to  have  confidence  in  government  when  something  like  that  is 
done? 

Mr.  BATTvrAN.  Well,  T  would  say.  Senator,  not  only  did  they  support 
it  wholeheartedly  in  the  repeated  written  communications  to  the  House 
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Members,  and  the  President  supported  it  in  briefings  and  dinners  that 
"svere  held  at  the  White  House  in  an  effort  to  round  up  the  votes  in  the 
House,  but  not  one  amendment  was  offered  on  the  tloor  of  the  House  by 
the  administration  to  change  anything  in  the  Murphy  bill.  There  were 
no  administration  amendments.  So  the  bill  comes  to  you  endorsed  by 
the  administration,  with  the  understanding,  I  assume,  that  they  reserve 
the  option,  as  the  President  said,  to  cliange  it  if  they  could  in  the 
Senate.  But  as  I  say,  that  could  lead  to  no  bill  at  all  if  it  is  substantially 
changed. 

Senator  Byed.  Thank  you. 

Senator  Lewn.  As  I  understand  your  position,  it  is  that  you  fee] 
that  the  Murphy  bill  was  the  best  bill  you  could  get,  that  you  hope 
we  do  not  vary  too  much  from  it  ? 

Mr.  Bauman.  That  is  my  position.  I  didn't  vote  for  it  in  the  House. 
I  would  be  inclined,  if  we  had  to  face  the  issue  again,  to  vote  for  it  in 
a  conference  report,  unless  it  is  changed  in  major  respects,  because 
we  have  to  have  something  and  it  is  probably  all  we  are  going  to  get 
from  the  House. 

Senator  Levin.  It  sounds  a  bit  like  Mr.  Christopher.  You  didn't 
support  something  which  you  now  support,  and  he  supported  some- 
thing which  he  doesn't  now  support. 

Mr.  Bauman.  I  would  have  to  say,  viewing  our  two  respective  rec* 
ords,  I  am  a  little  bit  more  consistent  than  the  Deputy  Secretary  of 
State,  knowing  him  as  I  do. 

Senator  Levin.  OK. 

Are  there  any  more  questions  before  we  thank  the  Representative? 

Yes,  Senator  Humphrey. 

Senator  Humphrey.  A  statement  actually.  I  don't  have  a  question, 
but  I  simply  wanted  to  thank  Congressman  Bauman  and  Congressman 
Hansen  for  coming  over  here,  and  to  thank  them  for  the  fine  and 
impressive  job  they  did  in  the  House.  I  think  they  have  considerably 
improved  the  legislation,  and  I  hope  we  can  improve  upon  it  further, 
but  they  have  given  us  an  excellent  basis  on  which  to  start. 

Senator  Levin.  Senator  Jepsen  ? 

Senator  Jepsen.  I  would  just  agree  with  Senator  Humphrey's  state- 
ment that  it  is  vci*y  refreshing  to  see  you,  you're  very  capable,  and  I 
wish  to  thank  you  for  it. 

I  have  a  question.  The  202  votes  against  the  Murphy  bill,  were  they 
primarily  votes  against  anything  and  everything  that  was  brought 
up  except  the  Hansen  ? 

Mr.  Bauman.  I  have  to  be  frank  with  you.  As  I  said  before.  I  think 
that  many  Members  of  the  House  felt  that  this  was  the  first  chance 
that  they  had  had  directly  to  address  the  treaties  in  any  form.  The 
claim  had  been  made,  and  I  think  it  was  correctly  made,  that  we  did 
not  prevail  in  the  courts,  and  I  was  one  of  the  coplaintiffs,  that  the 
House  had  a  ri.Q-ht  to  act  concurrently  on  the  ceding  of  sovereign  U.S. 
territory  with  the  Senate.  As  you  know,  we  never  had  tliat  chance,  so 
we  were  faced  with  the  first  occasion  on  which  to  vote  on  this  legis- 
lation, and  I  think  most  House  members  perceived  or  felt  that  it  would 
be  perceived  in  their  districts  as  an  endorsement  of  the  treaties  if  they 
voted  for  the  legislation.  And  they  did  not  wish  to  have  their  names 
associated  with  it.  That  is  why  a  great  many  of  them  were  very  re- 
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luctant  to  vote  for  it,  and  tliat  is  why  I  think  it  took  so  long  to  get  it 
through  the  House. 

Anything  that  said  Panama  on  it,  many  of  my  colleagues  would  say 
to  me,  I  don't  want  to  touch  it. 

Senator  Jepsen.  Then  to  further  examine  the  questions  of  Senator 
Byrd,  and  the  statements  you  have  made,  it  seems,  then,  that  you  say 
tlie  bill  of  the  administration,  which  puzzles  me  a  little  bit.  I  read  the 
papers  after  the  House  passed  this  thing,  and  all  I  saw  were  headlines. 
I  was  out  in  the  midwest,  and  the  press  releases  from  the  White  House 
and  so  on  said  great  victory,  they  were  very  pleased  with  the  great 
victory  of  the  administration. 

Weil,  if  that  was  so,  then  I  think  we  could  use  H.E.  Ill  and  start 
with  the  markup  and  go  from  there. 

But  is  it  your  opinion  that  the  administration  bill,  if  it  came  to  the 
House  or  conference  in  as  pure  a  sense  as  they  would  like  it,  that  we 
would  get  nothing  ? 

Mr.  Bauman.  The  administration  bill  was  the  subject  of  extensive 
hearings  at  the  same  time  H.E.  Ill  was  before  our  subcommittee  and 
our  full  committee,  and  it  was  rejected  out  of  hand  by  the  majority  of 
our  committee.  Democrats  and  Republicans  botli,  simply  because  we 
felt  that  it  was  a  blank  check  for  the  State  Department  and  the  Gov- 
ernment of  Panama  to  conduct  the  affairs  of  this  canal  for  the  re- 
mainder of  the  century.  Tliese  are  the  same  people  who  brought  us 
the  disastrous  treaties  whicli  maiiy  of  us  opposed.  We  felt  that  the 
administration  bill  had  no  safeguards  as  to  the  taxpayers'  liability. 
I  haven't  even  addressed  the  issue  of  cost,  but  you  will  notice  in  Mr. 
Murphy's  statement  which  will  be  submitted  today,  he  estimates  the 
cost  at  $4  billion,  and  I  don't  think  the  chairman  of  our  committee 
can  be  accused  of  being  irresponsible.  So  as  far  as  cost,  as  far  as  control 
of  the  canal,  as  far  as  the  Senate  and  the  House  having  annual  super- 
vision through  budget  and  authorization,  we  felt  that  our  bill  was  so 
far  superior  that  we  took  nothing  out  of  the  administration  bill  except 
a  few  odds  and  ends  Avhich  fitted  into  ours  anyway. 

But  I  don't  think  anything  less  than  this  is  going  to  get  throuerh 
tlie  House.  We  have  been  told  repeatedly  we  must  have  legislation  by 
October  1. 

Senator  Jf.prex.  Thank  vou. 

Senator  Levin.  Are  there  any  other  questions  of  Congressman 
Bauman  ? 

Senator  Thurmond  ? 

Senator  Tiiitrmoxd.  T  want  to  ask  you  this  question  first  just  to  keep 
the  record  straight,  and  maybe  vou  already  haA^e  it  in  the  record. 

Did  not  the  President  of  the  United  States  state  on  television  during 
the  troatA^  consideration  pei-iod  that  the  giveaway  of  this  canal  would 
not  cost  the  people  anything? 

Mr.  Bau^^eax.  M"ot  only  did  the  President  state  it  once,  he  stated 
it  a  number  of  times,  and  Deputy  Secretary  Christopher,  Secretary 
Va,ncc,  a  number  of  other  officials  of  the  administration  appearing 
before  the  m^propriate  committees  of  the  Senate  also  testified  that 
there  would  be  no  cost  to  the  American  taxpayer.  I  can  provide  you 
with  the  exact  quotes. 
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Xow,  our  hearings  determined  over  a  period  of  months,  including 
the  Comptroller  General's  testimony  and  others,  that  the  cost  will 
approach  $4  billion  over  the  life  of  the  treaty,  and  this  is  not  out 
of  the  toll;  it  will  be  direct  subsidies  from  the  American  taxpayers 
in  order  to  continue  the  operation  of  the  canal. 

Senator  Thurmond.  Would  you  mind  placing  those  quotes  in  the 
record,  what  each  said,  so  that  they  will  be  available  to  the  public? 

]\rr.  Bauman.  I  will  be  glad  to.  Senator. 

[The  committee  has  not  been  able  to  obtain  the  information  as  of 
August  27, 1979.] 

Senator  Thurimond.  I  remember  at  the  time  I  made  the  statement 
it  would  cost  between  $2  billion  and  $3  billion.  I  think  I  figured  it 
at  $2.3  billion,  and  I  was  amazed  when  I  read  in  the  paper  and  heard 
on  television  that  the  President  had  made  such  a  statement. 

Was  that  statement  entirely  misleading  as  to  the  true  facts  ? 

Mr.  Baujian.  No;  I  think  you  have  to  realize  and  watch  closely 
the  language  that  was  used  by  the  President  and  others.  There  were 
unequivocal  guarantees  from  the  Secretary  of  State  and  various  offici- 
als of  that  Department  that  no  cost  would  ]>e  charged  to  tlie  Treasury 
or  to  the  taxpayers,  but  the  President  many  times  said  that  none 
of  the  costs  of  the  payments  to  Panama  would  be  held  against  the  tax- 
payers, apparently  in  an  effort  to  sidestep  the  fact  that  there  would 
be  costs  not  associated  with  the  tolls  that  would  have  to  come  out  of 
the  Treasury,  and  he  was  therefore  saying  the  payments  to  Panama 
would  come  out  of  the  tolls,  and  ignoring  the  fact  that  many  millions 
of  dollars  in  other  costs  would  have  to  be  paid  by  the  Treasury,  princi- 
pallv  by  the  Defence  Department  because  of  functions  transferred 
from  the  Canal  Company  to  the  Defense  Department. 

Senator  TiinRMoxn.  I  have  run  acro=:s  numbers  of  people  in  the 
last  2  weeks  who  were  for  transferring  the  canal  to  Panama,  and  who 
have  told  me  that  if  they  had  known  the  cost,  they  would  not  have 
fe'^t  that  way  at  all,  they  would  have  taken  an  opposite  position. 

!Mr.  Bauman.  Well,  Senator,  remember  the  chronology.  I  think  you 
have  to  remember  the  chronology  of  the  statements  made. 

When  the  President  presented  this  treaty  in  August  of  1977  to  the 
American  people,  6  weeks  before  we  saw  it,  he  made  the  claim  that 
there  would  be  no  cost  to  the  American  people.  He  repeated  this 
throughout  the  fall  and  winter  of  1977.  When  the  hearings  were 
held  before  the  Senate  on  ratification,  I  and  others  testified  before 
the  Foreign  Relations  Committee  and  gave  our  assessment  of  the  costs. 

In  February  of  1978,  the  State  Department  finally  admitted  to 
about  $380  million  in  costs.  After  our  hearings  which  documented, 
I  think,  roughly  $4  billion  in  costs,  they  finally  revised  their  estiniate 
upward  to  a  net  cost  of  what  they  said  was  $890  million,  approaching 
$1  billion. 

Now,  that  is  a  long  way  in  II/2  years,  and  the  State  Department's 
excuse  was  they  had  made  some  additional  calculations.  So  even  they 
are  willing  to  say  it  is  going  to  cost  close  to  $1  billion  without  the 
inflation  factor  written  into  it,  and  my  own  estimate  is,  and  Mr. 
Murphy's  estimate  in  his  statement,  that  it  will  be  $4  billion-plus. 

Senator  Thurmond.  Mr.  Bauman,  is  it  not  true  that  during  the 
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campaign  for  President  in  1976,  Mr.  Carter  made  the  statement  that 
he  would  never  give  up  effective  control  of  the  Panama  Canal  ? 

Mr.  Bauman.  I  believe  that  was  his  statement,  and  I  believe  he 
would  argue  that  the  treaties  did  not  give  up  effective  control. 

My  own  opinion  is  that  after  October  1,  we  are  going  to  see  the 
effective  control  doctrine  tested. 

Senator  Thukmond.  Is  it  your  opinion  that  we  will  be  giving  up 
the  effective  control  of  the  canal  under  these  Panama  Canal  Treaties  ? 

Mr.  Bauman.  It  is  my  opinion.  Senator,  yes. 

Senator  Thurmond.  Do  you  feel  the  same  way  about  that.  Congress- 
man Hansen  ? 

Mr.  Hansen-.  I  feel  the  same  way,  Senator. 

Senator  Thurmond.  The  administration  takes  the  position  the  ap- 
propriated funds  agency  would  be  inefficient  as  compared  with  the 
corporate  form. 

What  are  your  views  on  that  subject,  and  why  ? 

Mr.  Bauman.  Well,  now,  that  is  something  that  they  have  repeatedly 
said  in  our  hearings,  and  we  addressed  this  from  every  angle  that 
we  could.  Up  until  1050,  the  Panama  Canal  was  run  in  the  Federal 
agency  form  that  H.K.  Ill  suggests  it  should  now  revert  to.  The 
Panama  Canal  Company  form,  adopted  in  1950,  was  indeed  a  some- 
what autonomous  Federal  corporation  living  off  its  own  income.  It 
made  a  profit  in  almost  all  years  except  for  1  or  2  in  the  early  1970's, 
but  it  has  made  a  net  profit  throughout  this  time. 

It  was  very  easy  for  the  Governor,  the  distinguislied  Governor 
Parfitt  for  whom  I  have  the  highest  respect,  and  his  predecessors, 
to  run  this  corporate  entity  with  a  degree  of  freedom  because  it  was 
a  U.S.  corporation  run  by  America  in  sovereign  American  territory. 

The  reason  we  changed  the  form  was  it  will  no  longer  be  an  American 
corporation.  The  treaty  calls  it  an  agency  of  the  U.S.  Govenmient,  but 
it  is  in  fact  a  hybrid  with  no  precedent  in  history,  a  binational  agency 
or  commission  vdiich  has  an  American  majority  of  its  members  for  the 
time  beino;,  five  Americans  and  four  Panamanians.  But  I  liave  no  donbt 
that  the  day-to-day  affairs  will  be  managed  by  an  American  adminis- 
trator f  nd  a  Panamanian  deputy,  and  so  we  felt  that  to  give  the  maxi- 
mum control  to  the  Congress  of  the  United  States,  which  has.  I  think,  a 
far  higher  concern  about  the  future  of  the  canal  than  the  administra- 
tion, we  had  to  revert  to  the  Federal  agency  form  with  an  annual 
autho^-izationbill  and  an  annual  appropriation  bill,  where  every  dollar 
would  be  gone  over  by  congressional  committees  of  both  houses,  on  an 
annual  basis,  and  our  judgm.ent  would  be  made  as  to  what  slionld  be 
done.  And  the  oversight  function  would  also  be  applied. 

None  of  that  is  provided  in  the  administration's  bill.  It  would  in  fact 
continue  to  be  a  relativelv  autonomous  corporation. 

Senator  TiTTTT?>roND.  Tender  the  treaties,  I  believe  we  have  a  responsi- 
bility to  defend  the  canal. 

Is  that  correct? 

]Mr.  Bauman.  We  do  have 

Senator  Thurmond.  We  do  still  have  the  rifrht  to  defend  the  canal. 

Mr.  Bauman.  We  do  have  that  right,  and  the  administration  has 
attemnted  to  nortray  that  as  a  rather  broad  right,  but  vou  will  recall 
that  General  Torrijos  made  a  number  of  statements  during  the  Senate 
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deliberations  on  the  treaties  Avliich  called  that  right  into  question,  and 
finally  that  was  so  severely  questioned  that  it  was  necessary  to  bring 
him  to  Washington  and  sign  a  joint  note,  which  has  no  standing  in  law, 
with  the  President  in  which  the  general  said  he  acknowledged  the  right 
of  the  United  States  to  defend  the  canal,  but  that  did  not  mean  that 
the  United  States  had  any  right  to  interfere  in  internal  Panamanian 
affairs. 

Now,  on  October  1,  it  is  my  feeling  that  the  Panamanian  Government 
and  General  Torrijos  will  view  the  canal  as  an  internal  Panamanian 
affair  in  which  we  have  some  treaty  interest,  but  what  that  translates 
into  as  far  as  our  defense  capabilities  I  don't  think  I  can  really  say,  but 
I  would  suggest  to  you  that  we  are  already  getting  a  taste  of  what  we 
can  expect,  and  I  quote  to  you  from  a  statement  made  on  the  11th  of 
June  by  Carlos  Ozores  Typaldos,  the  Foreign  Affairs  Minister  of 
Panama,  in  which  he  commented  on  the  legislation  that  you  have  before 
your  committee  today. 

He  was  asked  whether  or  not  Panama  would  use  international 
forums  to  denounce  the  stand  espoused  by  Mr.  ^Murphy  and  other 
Congressmen,  meaning  H.R.  Ill,  and  his  answer  was,  ''No,  we  will  wait 
for  the  final  result,  not  just  for  the  vote  that  will  take  place  on  Thurs- 
day. We  will  wait  to  see  the  U.S.  political  situation  follows  its  normal 
course,"  meaning  the  Senate  would  also  have  to  act. 

"If  we  see  that  the  letter  and  spirit  of  the  treaties  have  been  vio- 
lated, we  will  denounce  it  at  two  upcoming  forums  which  are  very 
important.  One  is  the  summit  conference  scheduled  to  take  place 
during  the  first  week  in  September  in  Havana,  which  President  Eoyo 
has  already  announced  he  will  attend ;  and  the  other  is  the  U.N.  Gen- 
eral Asseimbly,  which  President  Royo  will  also  attend,  at  which  he 
is  scheduled  to  speak." 

Now,  that  is  ^^•hat  they  plan  to  do,  they  tell  us,  if  we  don't  pass  a 
bill  they  like,  even  though  we  feel  it  is  consistent  with  tlie  treaty. 
I  suspect  you  will  see  those  forums  used  and  other  international  for- 
ums to  denounce  the  United  States  on  many  occasions  because  there 
will  be  disagreements  under  these  treaties. 

Senator  Thurmond.  The  Soviets  have  been  extending  their  aggres- 
sion in  Angola,  in  Ethiopia,  and  about  nine  other  countries  in  Africa, 
and  they  have  been  inspiring  guerrilla  warfare  in  Rhodesia,  and  also 
in  Nicaragua. 

Now,  have  they  determined  that  they  wish  to  pursue  further  their 
aggression  in  Panama,  and  if  the  Soviets  tell  Mr.  Castro  to  move  in, 
or  his  successor,  and  since  they  give  him  about  $2  million  a  day  to 
run  his  country,  would  he  not  be  forced  to  go  in,  and  if  he  did,  then 
would  we  not  be  forced  to  go  back  in,  have  an  amphibious  operation 
which  could  bring  on  a  war,  and  would  be  a  very  serious  situation? 

Mr.  Bauman,  I  am  really  not  qualified  to  respond  on  the  military 
aspects.  I  have  heard  General  McAuliffe,  a  military  officer  for  whom 
I  have  the  highest  regard,  say  that  they  have  the  capability  of  defend- 
ing the  canal  with  the  troops  that  are  now  there  and  will  remain,  but 
that  any  extended  operation  would  probably  require  additional  Amer- 
ican troops  in  order  to  protect  and  defend  it. 

But  let  (me  just  add  this.  Senator,  the  Cuban  presence  in  Panama 
will  not  require  an  invasion.  They  are  already  there.  Thej"  are  already 
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using  Panama  as  a  base  of  operations  against  the  Government  of 
Nicaragua,  and  the  Soviet  presence  is  already  there.  While  we  were 
there  in  February,  three  members  of  the  Soviet  Politburo,  whose 
names  I  can  provide,  were  welcomed  by  President  Royo  in  Panama 
City.  There  has  been  an  exchange  of  youth  friendship  delegation  last 
month.  One  of  the  members  of  the  Panamanian  General  Assembly 
was  sent  off  to  Moscow  only  2  or  3  days  ago  with  a  big  sendoff  from 
the  Government  of  Panama  saying  they  hoped  that  the  friendship 
with  the  Soviet  Union  would  flourish  as  a  result  of  this  trip,  and  I 
suspect  that  they  will  recognize  the  Soviet  Union  and  establish  rela- 
tions on  October  1  or  thereafter. 

Senator  Thurmond.  If  it  is  going  to  be  our  responsibility  to  pro- 
tect this  canal,  is  it  not  much  easier  for  us  to  'maintain  control  of  it 
as  we  have  now  rather  than  to  have  to  go  back  with  an  amphibious 
operation  which  would  be  very  difficult  and  in  which  many  Americans 
would  be  killed  ? 

Mr.  Baujvian.  I  agree  with  you,  but  I  understand  the  terms  of  the 
treaties  do  lallow  our  military  presence  for  the  life  of  these  treaties, 
to  the  end  of  this  century,  and  the  H.R.  Ill  as  it  deals  with  that  par- 
ticular aspect  simply  gives  the  President  the  option  in  time  of  war 
of  designating  an  American  military  officer  to  manage  the  canal.  I 
don't  think  that  is  inconsistent  with  the  treaty. 

Senator  Thurmond.  From  any  facet  one  looks  at  this  matter,  aren't 
these  treaties  detrimental  to  the  interests  of  the  United  States? 

Mr.  Bauman.  Well,  it  was  one  of  the  biggest  and  worst  real  estate 
deals  ever  perpretated  in  the  world  I  would  have  to  say. 

Senator  Thurmond.  I  wish  to  thank  you  gentlemen  for  your  ap- 
pearance here  and  the  splendid  testimony  you  have  given. 

Senator  Levin.  Thank  you  very  much,  Congressman. 

Chairman  Stennis? 

Chairman  Stennis.  Mr.  Chairman,  if  I  may  I  would  just  express 
my  pleasure  to  be  able  to  attend  these  hearings,  which  I  expect  to  be 
able  to  do  all  day  today,  with  some  exception  maybe  this  afternoon. 
Yesterday  it  was  just  impossible  to  be  here  because  of  direct  duties  on 
the  floor  on  the  supplemental  appropriations  bill. 

I  am  pleased  with  the  way  things  proceeded  yesterday,  and  we  are 
continuing  in  our  low  key  way  and  without  haste,  but  without  loss  of 
time,  to  fully  cover  this  subject. 

Senator  Levin.  Thank  you,  Chairman  Stennis. 

Chairman  Stennis.  Congressman  Hansen,  I  want  to  personally  wel- 
come you  here.  I  know  him  personally,  and  we  are  glad  he  is  here. 

Senator  Levin.  We  are  pleased  now  to  welcome  Congressman  George 
Hansen  of  Idaho. 

Congressman  Hansen  ? 

STATEMENT  OF  HON.  GEOEGE  HANSEN,  A  REPEESENTATIVE  IN 
CONGRESS  FROM  THE  SECOND  CONGRESSIONAL  DISTRICT  OF  THE 
STATE  OF  IDAHO 

Mr.  Hansen.  Thank  you,  Mr.  Chairman. 

I  will  be  brief.  I  know  you  have  a  lot  of  people  to  Lear  today,  and 
the  chairman  of  the  Panama  Canal  Subcommittee  is  now  here  and  I 
know  you  will  be  looking  forward  to  his  testimony. 
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I  say  that  I  share  most  of  the  views  of  Congressman  Banman  who 
was  here.  We  worked  very  closely  together  on  this  legislation,  and  of 
course,  as  was  stated,  the  administration  bill  absolutely  was  set  aside 
in  the  House  of  Representatives  with  very  few  exceptions.  In  fact, 
the  controversy  came  down  between  the  Murphy  bill,  which  was  to_ im- 
plement with  a  tough  military  position  in  the  legislation  and  a  tight 
congressional  supervision  vis-a-vis  the  approach  that  we  had  about 
thefact  that  we  should  live  up  to  our  promises  and  take  out  the  assault 
upon  the  U.S.  taxpayers  that  implementing  legislation,  as  it  is  con- 
stituted now,  would  call  for. 

Congressman  Bauman  mentioned  how  much  the  cost  was.  We  are 
saying  that  since  the  treaties  were  passed  on  the  basis  that  there  would 
be  "no  cost  to  U.S.  taxpayers,  that  this  could  be  accomplished  with  the 
Hansen  amendment,  we  called  the  honesty  amendment  in  the  House 
of  Representatives,  because  this  w\as  an  attempt  to  exact  honesty  or 
living  up  to  promises. 

It  came  very  close  on  one  facet  of  the  honesty  amendment,  which 
would  have  had  the  Government  of  Panama  under  article  III,  which  is 
permissible,  it  does  not  violate  the  treaties,  pay  for  the  transfer  of 
military  installations  in  Panama  which  we  are  going  to  turn  over 
to  them  anyway,  the  $75  million  or  $80  million  that  is  anticipated.  It 
failed  by  only  three  votes,  only  after  the  thumbscrews  were  turned 
down  by  the  administration  in  the  House.  And  so  it  shows  the  feeling 
that  exists  there  as  far  as  the  payout  of  funds  are  concerned  after 
the  promises  were  made  that  this  would  not  happen. 

The  second  thing  I  think  that  we  should  address  ourselves  to  is 
the  fact  that  the  honesty  amendment  itself,  which  was  to  absolve  the 
taxpayers  completely,  only  missed  by  some  six  votes. 

When  we  had  the  final  disposition  of  the  vote  in  the  House  of  Rep- 
resentatives, gentlemen,  I  would  just  like  to  point  out  that  the  con- 
troversy was  not  between  the  administration  bill  and  the  Murphy 
bill.  The  controversy  was  between  the  Murphy  bill  and  a  much  tighter 
bill  financially,  or  no  bill  at  all.  This  means  the  House  is  very  tight 
on  this,  and  for  the  administration  to  get  any  idea  that  they  can  come 
to  the  Senate  and  try  to  get  a  more  loose  version  and  come  back  and 
get  some  kind  of  a  compromise  is  absolutely  unthinkable,  as  was 
stated  by  Congressman  Bauman  and  was  stated  by  the  chairman 
of  the  full  committee,  Mr.  John  Murphy  of  New  York,  on  the  floor 
of  the  House  when  he  said  he  was  not  prepared  to  go  and  compromise 
anything  significant  from  H.R.  Ill  in  any  conference  dialog. 

So  I  think  it  is  important  to  know  that  the  mood  is,  if  there  is  going 
to  be  implementing  legislation,  it  is  going  to  have  to  be  tight.  It  can- 
not be  of  the  form  that  the  administration  has  proposed. 

Now,  I  would  like  to  go  one  step  further  very  briefly  and  just  say 
that  this  whole  thing  was  complicated  by  the  revelation  that  Panama 
was  gunrunning  illegally  out  of  Florida  and  other  places  in  the  United 
States,  and  they  were  caught  with  their  hands  right  in  the  cookie 
jar.  They  have  been  indicted,  several  Panamanians  including  the 
consul  officers,  two  identified  G-2  officers,  and  two  employees  of  Air 
Panama.  Now,  this  gets  it  right  down  to  where  it  is  an  official  act 
and  it  could  not  be  dismissed,  as  President  Royo  of  Panama  attempted 
to  do,  as  some  kind  of  individual  acts  by  various  citizens.  And  in 
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fact,  now  it  has  been  admitted  before  the  Organization  of  American 
States  by  Ambassador  Juan  Tack,  who  said  that  Panama  is  proud, 
in  so  many  words,  of  the  part  it  has  to  play  in  the  assault  against 
Nicaragua. 

And  this  was  in  relation  to  a  question  or  a  complaint  by  the  Nica- 
raguan  ambassador  who  said  that  Panama  is  engaged  in  large  scale 
gunrunning  from  Cuba  through  Costa  Rica  to  Nicaragua.  And  so 
what  was  stated  before  about  the  fact  that  Cuba  might  move  into 
Panama  is  not  quite  true.  That  was  accomplished  a  long  time  ago. 
Cuba  is  there.  Cuba  and  Panama  are  in  partnership  in  an  assault 
through  Costa  Rica  into  Nicaragua  in  support  of  the  Sandinista 
guerrillas,  and  there  is  no  question  about  it. 

I  have  here,  and  I  think  Congressman  Hubbard  will  be  showing  you 
with  the  committee's  permission  some  identification  of  the  gunrunning 
situation  that  is  going  on.  I  have  a  number  of  photographs  that  shsow 
what  the  PIoufo,  uncovered  in  hearings  over  there,  and  I  guess  the 
question  comes  down  to  the  very  thing  that  the  House  confronted  on 
this  close  vote,  of  only  about  20  votes  ever  separating  the  two  factions, 
is  do  you  implement,  like  H.R.  Ill,  with  a  strong  implementation  bill 
with  strong  military  overtones,  some  kind  of  legislation  that  says  that 
wo  are  going  to  maintain  a  strong  presence  there  and  be  sure  that 
Panama  doesn't  get  away  with  the  gunrunning  and  becoming  an  irre- 
sponsible partner,  do  you  implement  the  treaties  or  do  you  say,  which 
the  other  group  contends  and  which  makes  the  decision  ver^''  difRcult, 
that  when  you  have  a  partner  that  is  on  the  vers^e  of  bankruptcy — • 
Panama's  debt  picture  is  the  worst  in  the  world  right  now — v/hen  you 
have  a  partner  that  is  acting  irresponsibly,  when  they  are  breaking 
the  charters  of  tlie  OAS,  the  United  Nations  and  already  violatins:  the 
terms  of  the  treaties— the  neutrality  treaty  calls  for  one  thing  I  think 
that  you  are  all  aware  of  here  since  the  treaties  passed  here,  and  that  is 
that  Panama  would  conduct  herself  in  such  a  way  as  not  to  invite 
military  reprisal  against  the  Panama  Canal,  and  if  one  of  the  partners 
is  inviting  military  reprisal,  we  have  already  got  a  very  grave  situation. 

And  T  think  that  General  McAuliffe  or  anyone  else  can  tell  you  that 
canal  could  be  much  better  defended  with  a  5-m-ile  zone  on  each  side 
of  that  canal  than  it  can  when  you  erase  the  zone  by  implementation 
of  these  treaties, 

I  think  the  decision  before  us  now  under  the  circumstances  of  how 
Panama  is  behaving  is  that  are  we  going  to  go  forth  with  implementa- 
tion legislation,  or  are  we  going  to  take  the  opinion  of  some  verv 
prominent  attorneys  like  Paul  Berger,  who  says  that  the  treaties  do 
not  go  into  pi  nee  and  do  not  replace  existing  treaties  and  legislation 
unless  they  are  totallv  implemented,  totally  legislated,  and  that  the 
existing  legislation  will  stay  in  place  if  they  are  not.  that  we  take  that 
so  that  the  canal  can  go  on  as  is  until  we  find  some  kind  of  responsible 
Government  of  Panama  to  deal  with. 

Now.  T  think  there  are  two  choices  that  this  committee  certainly  is  in 
a  position  to  make  some  disoernment  in,  and  I  don't  think  that  this 
committee  or  my  bodv  of  Congress  should  be  bound  by  any  legal 
tochnicalities  or  anything  else  that  are  arguable  in  the  fpce  of  some- 
thinp"  that  is  even  more  important,  and  that  is  the  nrinciple  and  the 
problems  that  are  inA'olved.  And  I  hope  that  that  will  take  precedence 
over  the  legal  nitpicking. 
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Let  me  just  say  one  other  thing  if  I  might,  and  that  is  the  fact  that 
if  you  don't  think  that  Panama  is  up  to  her  ears  in  it,  let  me  just  quote 
from  a  news  commentary,  and  this  is  out  of  the  State  Department's 
^ews  Dissemination  Service  on  Latin  America.  This  was  on  the  11th 
of  June  wliere  the  Justice  Minister  Adolfo  Ahumada  made  a  speech 
before  the  University  of  Panama  where  he  said  it  is  possible  to  hold 
events  of  such  revolutionary  significance  as  this  here  in  Panama  only 
because  of  the  existence,  despite  its  limitations,  its  defects,  and  even 
its  weaknesses,  of  a  revolutionary  process  which  Cmdr.  Omar  Torrijos 
Plorrera  continues  to  lead,  even  from  his  remote  position. 

It  goes  on  to  say,  as  a  result  of  this,  the  Panamanian  people's  and 
Government's  solidarity  with  the  Nicaraguan  people's  struggle  has  not 
been  maintained  at  an  abstract  or  theoretical  level.  This  is  not  the 
moment  to  show  it,  but  the  Panamanian  people's  and  Government's 
solidarity  has  been  real,  specific  and  effective  and  will  continue  to  be  so 
until  Anastasio  Somoza  is  overthrown.  Commander  Torrijos'  state- 
ments today  do  not  constitute  a  mere  verbal  threat.  It  has  been  said,  and 
the  pant.lier  has  recalled  it  here,  tliat  in  the  event  of  an  attack  on  Costa 
Rica,  and  if  it  is  forced  to  request  aid  from  its  closest  neighbor,  which 
is  Panama,  that  aid  will  not  be  delayed.  And  rest  assured  that  our 
National  Guard  personnel  will  tear  the  Nicaraguan  National  Guards- 
men's heads  off. 

And  this  was,  I  am  sure,  a  threat  to  Nicaragua,  don't  you  dare  retali- 
ate against  Costa  Rica  for  being  a  base  for  invasion  of  the  Sandinista 
across  that  border,  which  has  been  going  on  under  gross  circumstances. 
So,  Mr.  Chairman,  I  think  that  there  is  a  connection  between  Nica- 
ragua. We  have  a  danger  of  the  Caribbean  becoming  a  Red  Sea,  and  the 
only  thing  that  is  preventing  that  right  now  is  the  fact  that  there  are 
some  or  less  rightist  nations  in  Guatemala,  in  Nicaragua,  in  El  Sal- 
vador, and  the  likes  of  these  who  continue  to  somewhat  hold  the  bul- 
wark and  balance  the  situation.  If  Nicaragua  goes,  you  are  going  to 
watch  El  Salvador,  you  are  going  to  watch  Guatemala  go,  and  we  are 
gomg  to  have  nothing  but  a  leftist  situation  with  Cuba  and  Panama 
runnmg  rampant  in  the  Caribbean,  and  I  think  that  we  are  going  to 
have  a  more  dangerous  situation  with  the  Panama  Canal  than  we  ever 
conceived  of. 

So  I  urge  extreme  caution,  even  to  the  point  of  setting  aside  imple- 
menting legislation  until  we  can  find  out  what  is  going  on.  That  was 
the  thing  we  asked  of  the  House,  don't  make  a  deal,  don't  get  into  bed 
with  these  people  until  you  find  out  who  vou  are  really  getting  into  bed 
with,  and  that  position  almost  carried  in  the  House,  and  certairlv  it 
will  carry  if  the  Senate  attempts  to  go  very  far  left  into  the  adminis- 
tration s  proposal. 

Senator  Levin.  Thank  you.  Congressman  Hansen. 

So  that  we  will  have  some  time  for  Congressman  Hubbard— and  we 
are  way  behind  schedule  now— I  am  wondering  if  we  could  go  round 
robin  with  perhaps  5  minutes  at  a  time  for  starters 

Senator  Stennis,  do  you 

Senator  Stennis.  I'll  pass. 

Senator  Levin.  Senator  Byrd  ? 

Senator  Byrd.  Pass. 
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Senator  Levin.  Senator  Thurmond? 

Senator  Thurmond.  Thank  you,  Mr.  Chairman. 

Congressman  Hansen,  a  few  moments  ago  when  I  spoke  about  if  the 
Soviets  ordered  the  Cubans  to  move  in  there,  they  would  have  to  do  it, 
I  was  not  thinking  about  the  fact,  as  you  mentioned,  I  believe,  that  they 
are  there  now.  I  realize,  I  was  down  there  several  years  ago,  that  the 
Cubans  have  been  working  in  there,  but  what  I  meant  was  to  take  over, 
to  take  it  over  entirely.  That's  what  I  meant.  I  just  wanted  to  clear 
that  up. 

Mr.  Hansen.  With  the  gentleman's  indulgence,  I  am  not  sure  that 
they  need  to  take  over.  They  are  so  friendly  now  that  virtually,  I  think, 
they  have  the  same  circumstances  as  if  there  had  been  a  takeover. 

Senator  Thurmond.  They  are  very  friendly,  I  understand  that^ 

Now,  Congressman  Hansen,  recognizing  the  limited  time  for  pass- 
age of  the  implementing  legislation,  do  you  feel  a  deadlock  in  the 
House  and  Senate  conference  is  likely  if  the  Senate  takes  an  entirely 
ditt'erent  approach  from  the  House  i 

Mr.  Hansen.  1  think  the  chairman  of  the  full  connnittee — and 
Mr.  Hubbard  can  speak  better  for  him  than  I,  but  i  think  he  has 
committed  himself  publicly  not  once  but  several  times  on  the  House 
floor  and  other  places  that  he  is — in  fact,  this  was  done  in  order  to  gam 
support  to  pass  it  in  the  House,  that  there  could  be  no  significant  com- 
promise on  H.R.  Ill  in  any  Senate-House  conference. 

Senator  THuiaioxD.  Do  you  feel  that  there  are  suiScient  controls 
in  the  corporate  form  of  the  commission  to  assure  congressional  con- 
trol versus  control  by  the  administration  ? 

Mr.  Hansen.  Well,  Senator,  I  think  that  if  we  must  have  imple- 
mentation legislation,  I  must  say  that  the  Murphy  bill  has  so  nmch 
of  the  Hansen  proposals  in  it,  in  a  lot  of  these  regards,  tliat  it  makes 
it  difficult  for  me  to  oppose  the  Murphy  bill  except  for  the  problem 
of  the  money  and  then  the  problem  of  who  we  are  doing  business  with, 
whether  it  is  a  wise  thing  to  consummate  a  deal  with  someone  that  we 
know  is  not  feeling  inclined  to  be  bound  by  the  deal. 

I  don't  think  the  corporate  approach  is  tight  enough,  it  doesn't  give 
enough  congressional  control,  doesn't  give  enough  military  control. 
It  was  totally  rejected  in  the  House  of  Kepresentatives,  and  I  would 
hope  that  that  approach  would  not  be  entertained  seriously  in  this 
body. 

Senator  Thurmond.  Thank  you  very  much. 

That's  all,  Mr.  Chainnan. 

Senator  Levin.  Senator  Humphrey  ^ 

Senator  HuMriiREY.  Congressman  Hansen,  you  have  said  it  is  un- 
necessary for  the  Cubans  to  invade  because  they  are  already  there. 

In  your  deliberations  in  the  House,  did  you  come  across  any  hard 
information  on  numbers  of  Cubans  and  the  trend  in  Panama  ^ 

Mr.  Hansen.  Well,  of  course  we  know  that  because  of  similar 
economies,  sugar  and  other  things,  that  the  Cubans  are  in  there  in 
great  force  all  the  time  with  cultural  missions,  economic  missions, 
and  so  forth.  As  far  as  Cubans  being  identified  bodily  in  the  fight  in 
Nicaragua  and  the  revolutionary  type  situation  there,  they  have  been 
very  good  at  training  people  who  are  from  Venezuela,  Panama,  Costa 
Eica,  and  Nicaragua  to  fight  in  these  areas  and  keep  a  low  profile  by 
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personnel.  But  they  are  up  to  their  ears  in  finances  and  weapons.  This 
has  been  identified  even  to  the  point  today  in  the  newspaper,  the 
State  Department  stated  that  in  fact,  this  spokesman  for  the  State 
Department  said  that  he  knows  of  no  hard  evidence  that  there  are 
any  Cuban  troops  in  Nicaragua,  even  though  we  have  identified  some. 
There  are  allegations,  but  I  can't  say  that  this  is  the  case,  he  said. 

However,  he  added  that  the  t^ow  of  money  and  arms  from  Cuba  to 
the  Sandinista  increased  in  the  last  few  weeks,  and  of  course,  we  have 
weapons  to  show  the  heavy  involvement  of  Cuban  arms  in  that  area, 
even  though  they  are  not  Cuban  arms,  they  are  Belgian  arms  made 
for  Cuba. 

Senator  Humphrey.  But  you  have  no  information  on  numbers  of 
Cubans  in  Panama  itself. 

Mr,  Hansen.  In  Panama  itself,  I  don't  think  we  have,  at  least  I  don't 
have  information  to  that  effect.  I  am  not  sure  that  it  is  important. 
When  you  have  a  sympathetic  situation,  you  don't  need  to  have  a  lot 
of  them  there. 

Senator  Humphrey.  What  about  the  presence  of  Kussians?  I  recall 
during  the  consideration  of  the  treaties  there  was  concern  about  the 
Russians  gaining  access  to  a  naval  base,  I  believe  it  was  on  the  west 
coast. 

What  about  the  presence  of  Russians  in  your  consideration  of  this 
implementation  legislation?  Did  that  matter  come  up,  the  presence 
of  Russians  in  Panama  ? 

INIr.  Hansen.  I  think  Mr.  Hubbard  might  could  answer  that  more. 
He  was  at  more  of  the  hearings,  more  of  the  markups  than  I  was.  I 
will  tell  you  from  my  point  of  view,  and  then  you  may  wish  to  ask  him 
during  his  time,  that  I  think  the  matter  came  up  not  at  any  great  length 
because  we  knew  that  the  Russian  missions  had  been  there,  they  had 
been  checking  and  investigating,  but  we  had  no  real  reason  to  believe 
that  anvthing  had  been  consummated  at  that  point. 

We  do  know,  however,  that  with  Cubans  in  there,  the  Russians  can't 
be  far  behind. 

Senator  Humphrey.  The  presence  in  San  Salvador  of  an  inordi- 
natelv  large  Russian  Embassy  has  been  noted  by  various  parties. 

Did  you  address  that  matter  at  all  in  the  House  ? 

]Mr.  Hansen.  We  know  that  the  Russians  are  involved  very  heavily 
in  Costa  Rica,  San  Salvador  and  other  places,  even  to  the  point  of  some 
reports  apparently  reliable  that  say  that  a  great  deal  of  money  is  in- 
volved, and  even  to  the  point  of  the  fact  that  a  good  share  of  this  revo- 
lution is  being  orchestrated  by  Soviets,  XKVG,  or  this  type  of  thing, 
out  of  Costa  Rica. 

Senator  Humphrey.  Thank  you. 

That's  all,  Mr.  Chairman. 

Senator  Levin.  I  overlooked  Senator  Exon  in  our  round  robin.  I  am 
sorry.  Jim. 

Senator  Exon  ? 

Senator  Exon.  It's  allright.  Mr.  Chairman. 

Congressman  Hansen,  thanks  for  coming  over.  We  are  very  much 
interested  in  the  input  from  our  colleagues  on  the  other  side  of  the 
building. 

I  noticed  some  of  your  statements,  your  warninfrs  about  the  Senate 
rot  going  too  far  left.  I  don't  consider  myself  a  leftist,  so  I  guess  that 
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you  were  using  that  term  generally  as  to  what  might  happen  in  the 
U.S.  Senate? 

Mr.  Hansen.  No  ;  I  think  that  we  are  talking  in  terms  of  sometimes 
political  directions  that  don't  have  anything  to  do  with  communism. 
We  get  calling  one  government  in  Central  America  that  may  be 
elected  but  somewhat  of  a  military  strongman  a  rightist,  and  another 
government  that  is  maybe  supposedly  a  military  strongman  that  sym- 
pathizes a  little  more  with  the  so-called  revolutionary  movements  as, 
leftist.  There's  all  kinds  of  connotations  you  can  put.  I  guess  it  is  easy 

to  swing  those  things,  but  certainly  no  comiotation 

Senator  Exon.  Well,  it  is  kind  of  an  inflammatory  type  of  state- 
ment. I  just  wanted  to  clarify  it  for  the  record  because  I  assumed 
probably  that's  what  you  meant. 

I  expressed  yesterday — I  was  not  a  Member  of  the  Senate  last  year. 
I  am  sure  that  I  would  have  voted  against  the  Panama  Canal  Treaty,, 
but  we  are  faced,  of  course,  with  a  situation  that  we  must  keep  in 
mind.  The  U.S.  Senate,  right  or  wrong,  did  confirm  the  treaty.  The 
treat}^  is  therefore  in  place.  I  took  it  from  your  testimony  that  if  you 
take  the  wraps  off  of  what  you  said  and  the  way  you  couched  some  of 
your  remarks,  you  would  like  to  see  by  some  means  the  treaty  not 
ratified  or  implemented,  at  least,  with  the  funds  that  we  need  to  do  so. 
Is  that  a  fair  statement  of  your  position  ? 

Mr.  Hansen.  I  don't  think  there's  any  wraps  on  my  statement  at  all, 
Senator,  and  I  appreciate  the  opportunity  to  clarify,  that  originally 
I  had  felt  that  the  treaties  were  in  place,  the  best  thing  you  could 
do  was  try  to  repair  the  treaties  as  much  as  you  can  from  the  fact 
that  we  felt  that  some  things  were  done  precipitously  or  without  much 
ground,  and  the  argument  over  promises  that  the  taxpayers  wouldn't 
be  in^'olved  and  all  this  type  of  thing,  and  so  I  proceeded  on  the  basis 
of  trying  to  work  this  way. 

Then  along  came  the  gunrunning  charges,  and  before  you  put  the 
treaties  into  place — and  even  the  State  Department  admits  tlie  treat- 
ies are  not  in  place  until  October  1 — and  technically  apparently  they 
have  been  very  desperately  trying  to  get  implementation  legislation, 
would  suggest  that  without  it  that  either  the  treaties  won't  go  into 
effect,  or  can  only  partially  go  into  effect. 

So  T  guess  mv  point  is  that  if  all  at  once  you  find  during  the  en- 
gagement period  before  a  marriage  that  one  of  the  partners  is  unrelia- 
ble and  cheating  already,  maybe  that  is  a  time  for  a  reevahuition  be- 
fore you  marry,  you  know,  for  the  next  20  years  or  whatever  the  term 
of  an  obligation.  And  I  would  think  that  right  now  where  we  find 
that  Panama  is  in  an  incendiary  situation,  that  they  are  spending 
their  money  on  guns  in  the  Caribbean  to  incite  revolution  among  their 
neighbors  while  their  own  people  are  rioting  over  food  and  fuel  pix^b- 
leins  because  they  have  neglected  them,  and  because  their  own  public 
debt  is  in  such  a  situation  that  we  are  taking  a  partner  in  who  is  virtu- 
ally bankrupt,  do  we  want  to  assume  that  kind  of  obligation,  or  do 
we  want  to  step  back  and  say  we  will  defer  implementation  of  these 
treaties  until  such  time  as  we  can  be  assured  that  there  is  not  going  to- 
be  an  incendiary  partnership. 

Senator  Exon.  You  testified  that  it  was  claimed  durinc:  the  ratifi- 
cation process  in  the  Senate  that  the  implementatioij  of  the  treaty 
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would  not  cost  the  taxpayers  any  money.  I  guess  my  understanding 
was  somewhat  different  than  that.  I  thought  it  was  understood  that 
it  would  cost  something  in  the  area  of  $870  million. 

Would  you  certify  that  for  me? 

Mr.  Hansen.  Well,  the  State  Department  started  out  saying  it 
wasn't  going  to  cost  anything.  Then  they  moved  up  to  $350  million 
under  some  pressure.  Then  they  moved  on  up  to  about  a  half  billion. 
Then  they  moved  up  to  $981  million,  and  then  discounted  some  charges 
they  said  that  they  would  recover  and  got  it  down  to  $870  million, 
sometliing  like  this. 

But  then  they  went  on  to  saj'',  however,  we  are  not  counting  the  $20 
million  of  forfeited  interest  payments,  or  the  unamortized  loans  that 
still  existed,  what  was  originally  billed  as  $319  million  and  later  found 
to  be  $650  million.  They  weren't  talking  about  the  fact  the  American 
people  were  forfeiting  some  $2  billion  in  toll  payments  that  normally 
without  the  treaties  would  have  come  to  the  Treasury  of  the  United 
States  and  relieved  the  taxpayers  a  few  billion  dollai-s. 

And  so  when  you  add  up  all  of  these  bills,  even  by  the  State  Depart- 
ment's own  figures,  they  came  up  to  some  $4  billion. 

Senator  Exon.  Well,  but  just  to  correct  your  testimony,  when  this 
treaty  was  ratified  in  the  U.S.  Senate,  it  was  generally  agreed  and 
understood  that  it  was  going  to  cost  the  taxpayers  something,  wasn't 
it? 

Mr.  Hansen.  Well,  I  think  at  that  time,  right  about  the  time  that  it 
happened,  the  State  Department  started  to  admit  that  from  a  zero 
point,  that  it  may  cost  as  much  as  $350  million.  But  up  imtil  that  time 
there  had  been  assurance  after  assurance  by  all  kinds  of  people  that  it 
wouldn't  cost  anything. 

I  am  not  sure  what  each  individual  Senator  might  have  thought  at 
that  point,  whether  there  would  be  any  costs  or  not. 

Senator  Exon.  I  certainly  share  your  concern  for  the  whole,  poten- 
tially explosive  situation  in  South  America,  and  of  course  the  decisions 
we  have  to  make  is  whether  or  not  we  implement  this  treaty,  whether 
this  is  going  to  help  our  overall  situation  or  hurt  it,  and  of  course,  it 
is  a  very  important  decision. 

I  appreciate  your  coming  over  and  giving  us  your  views. 

Thank  you,  INIr.  Chairman. 

Senator  Levin.  As  I  understand  your  position,  you  are  opposed  to 
any  implementation  legislation  at  tliis  time. 

Mr.  Hansen.  Well,  if  we  have  to  have  implementation  legislation,  I 
would  prefer  the  Murphy  bill,  which  has  a  lot  of  Hansen  in  it,  the 
INlurphy  bill  with  the  money  taken  out.  In  other  words,  if  Panama  is 
going  to  get  a — you  can  argue  oA^er  the  replacement  value.  It  has  been 
estimated  at  as  much  as  $20  billion — installation,  if  they  are  going  to 
get  the  business,  they  are  going  to  get  the  income  off  that  business,  then 
they  should  pay  the  real  estate  transfer  fees,  and  I  would  think  that 
that  is  a  legitimate  request  out  of  the  windfall  that  they  get.  So  I 

Senator  Levin.  Did  I  understand  your  testimony,  though,  that  you 
prefer  no  implementation  legislation  at  this  time  ? 

Mr.  Hansen.  Well,  I  was  saying  that  that  implementation  legisla- 
tion, I  am  a  little  like  Congressman  Bauman,  I  could  live  with  the  im- 
plementation legislation  if  it  took  the  money  out,  the  cost  to  the  tax- 
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X^ayer.  However,  I  would  prefer  basically  until  the  situation  is  cleared 
up  about  wliat  kind  of  a  government  we  are  dealing  with,  I  think  we 
ought  to  defer  implementation  initil  that  can  be  established. 

Senator  Levin.  That's  why  I  said  at  this  time. 

Mr.  Hansen.  Right. 

Senator  Levin.  You  would  oppose  any  implementation  legislation 
at  this  time. 

Mr.  Hansen.  Yes,  sir,  unless  something  can  be  clarified  in  the  very 
near  future  before  this  legislation  gets  through. 

Senator  Levin.  And  you  have  a  legal  opinion  which  says  if  there  is 
no  implementation  legislation,  the  treaties  do  not  go  into  effect  I 

Mr.  Hansen.  You  can  get  any  two  lawyers  to  give  you  two  opinions 
on  this  matter,  but  I  might  say  that  there  is  a  good  legal  authority, 
such  as  Raul  Berger.  who  has  been  active  before  these  committees,  wlio 
says  that  until  the  final  legislative  act  is  committed  on  a  treaty  that  is 
not  totally  self-implementing,  has  some  contractual  requirements,  that 
tliere  is  no  rule  for  the  court,  in  other  words,  the  treaties  don't  go  into 
place,  don't  become  the  law  of  the  Jand  until  such  time  as  that  is  com- 
pleted, and  thus  the  old  laws  would  prevail  until  they  are  replaced. 

Senator  Levin.  Just  to  complete  my  question,  I  am  wondering  if  you 
could  leave  us  a  copy  of  his  opinion. 

Mr.  Hansen.  Yes ;  I  can  give  you  the  whole  thing.  All  I  have  is  an 
excerpt  here.  I  can  send  it  to  you  by  page  this  morning. 

Senator  Levin.  That  would  be  fine. 

Mr.  Hansen.  The  whole  opinion. 

Senator  Levin.  That  would  be  fine. 

In  terms  of  the  record  and  the  cost  of  this  treaty,  the  original  ad- 
ministration estimate  of  February  10, 1978,  was  that  the  relocation  of 
Defense  installations  would  cost  $43  million;  the  optional  early  re- 
tirement program,  $150  million  ;  elimination  of  interest  payment,  from 
$378  million  to  $420  million.  That  was  in  February  of  1978,  about  a 
month  before  the  ratification  by  the  Senate,  a  substantially  lower  esti- 
mate than  the  Senate  Armed  Ser\ices  Committee  itself  made. 

The  Senate  Armed  Services  Committee  on  February  23.  which  was 
about  a  month  before  ratification,  estimated  that  this  would  cost  about 
$1  billion.  That  was  about  a  month  before  ratification.  The  Senate 
Budget  Committee  estimate  of  February  28,  about  2  weeks  before 
ratification,  indicated  $712  million.  So  that  from  2  weeks  to  4  weeks 
before  ratification,  the  Senate  Budget  Committee  and  the  Senate 
Armed  Services  Committee  estimated  somewhere  between  $700  million 
and  $1  billion  implementation  costs. 

]Mr.  PL\nsen.  Could  I  beg  the  chairman's  indulgence  ? 

The  President  of  the  TTnited  States,  however,  did  go  on  television 
on  tlio  eve  of  the  treaty  vote  and  again  pretty  much  reassured  the 
American  people  and  anyone  else  who  was  listenino-  that  there  wasn't 
going  to  be  any  cost  to  the  taxpayers  of  the  United  States,  that  this 
could  be  handled  by  tolls,  et  cetera. 

Senator  Lfvin.  I  think  there  probably  was  and  is  a  great  deal  of 
confusion  between  payments  to  Panama  and  implementation  costs. 
That  thread  of  confusion  has  nin  thi'onghout  here.  T  don't  think  th.e 
administration  estimates  at  the  beo-inning  were  anywhere  near  accu- 
rate in  terms  of  implementation  costs,  but  I  think  we  are  o-ettinjr  to  the 
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point  now  where  we  have  some  idea,  at  least,  as  to  what  the  implemen- 
tation costs  will  be,  I  circulated  to  the  members  of  the  committee  yes- 
terday a  summary  of  estimates  of  implementation  costs  starting  in 
February  of  1978  through  today. 

I  want  to  amiouuce  that  Senator  Long  will  be  testifying  at  1 :30 
today  instead  of  at  11 :15. 

Are  there  any  other  questions  for  Congressman  Hansen  ? 

If  not,  we  thank  you  very  much  for  coming  over. 

Mr.  Hansen.  Thank  you  again. 

Senator  Levin.  And  we  would  now  welcome 

Senator  Thurmond.  Thank  you  very  much  for  your  able  testimony, 
Congressman  Hansen. 

Senator  Lectin.  We  now  welcome  Congressman  Carroll  Hubbard  of 
Kentucky,  who  is  chairman  of  the  Panama  Subcommittee.  You  are 
very  welcome  indeed. 

STATEMENT  OF  HON.  CAEEOLL  HUBBAED,  A  EEPEESENTATIVE  IN 
CONGEESS  FEOM  THE  FIEST  CONGEESSIONAL  DISTEICT  OE  THE 
STATE  OF  KENTUCKY 

Mr.  Hubbard.  Thank  you  very  much,  Mr.  Chairman.  I  appreciate 
your  kindness.  I  appreciate  the  opportunity  to  bring  brief  personal  re- 
marks to  this  committee,  and  then  to  read  a  statement  by  the  distin- 
guished chairman  of  our  Merchant  Marine  and  Fisheries  Committee, 
Hon.  John  Murphy  of  New  York,  who  is  out  of  the  city  at  this  time  on 
official  business. 

Senator  Levin.  I  am  reminded,  Congressman  Hubbard,  of  our  time 
problem  this  morning,  that  we  are  way  behind. 

I  notice  it  is  a  very  long  statement. 

Mr.  Hubbard.  Right.  It  won't  be  given  in  full. 

Senator  Levin.  You  will  be  able  to  summarize  that  ? 

Mr.  Hubbard.  Yes. 

Senator  Levin.  We  will  make  all  of  it  part  of  the  record,  however. 

[The  prepared  statement  of  Representative  John  M.  Murphy  follows 
at  the  end  of  Mr.  Hubbard's  testimony  along  with  a  letter  from  ]Mr. 
Hubbard  dated  July  9, 1979,  attaching  his  statement  for  insertion,] 

Mr.  Hubbard.  Thank  you  very  much,  and  you  are  doing  me  a  favor 
because  the  House  meets  at  10  a.m.  and  I  need  to  be  over  there  shortly 
thereafter  for  a  rollcall. 

Senator  Levin.  Thank  you. 

Mr.  Hubbard.  May  I  briefly  say,  on  my  behalf  as  chairman  of  the 
Panama  Canal  Subcommittee,  that  having  heard  much  testimony  be- 
fore our  subcommittee  and  before  the  full  committee,  and  then  hearing 
the  debate  in  the  House  Chamber,  that  I  continue  to  be  an  opponent  of 
the  Panama  Canal  Treaties.  Six  of  the  seven  Kentucky  House  Mem- 
bers voted  against  H.R.  111.  I  was  one  of  the  six  who  did  vote  against 
H.R.  111.  Ninety  percent  of  my  constituents  remain  opposed  to  the 
Panama  Canal  Treaties.  Hopefully,  the  Senate  will  look  very  carefully 
at  H.R.  111. 

At  a  meeting  at  the  White  House  recently  where  about  100  House 
Members  were  hosted  by  the  President,  I  was  the  Member  who  asked 
the  question  of  the  President  that  if  indeed  H.R.  Ill  did  pass  the 
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House,  would  be  in  favor  of  that  particular  bill  wlien  it  went  to  the 
Senate.  The  President  of  the  United  States  answered  by  saying  that 
he  was  hopeful  that  the  bill  could  be  strengthened  in  the  Senate. 

But  Chairman  Murphy  has  said,  and  I  will  say,  as  other  House 
Members  would  say,  that  if  indeed  the  bill  is  substantially  changed 
in  the  Senate,  we  indeed  would  have  to  take  a  new  look  at  it  when 
it  finally  comes  back  over  to  us  for  a  vote  on  the  conference  report. 

Now  let  me  please,  remembering  that  this  particular  Congressman 
was  opposed  to  H.R.  Ill,  share  with  you  just  a  brief  portion  of  the 
statement  by  Chairman  Murphy,  who  says,  and  I  read  Ms  entire 
beginning  here: 

Good  morning,  Mr.  Cliairman  and  members  of  the  committee.  It  is  a  privilege 
to  appear  today  as  chairman  of  the  House  Merchant  Marine  and  Fisheries  Com- 
mittee to  testify  on  the  proposed  Panama  Canal  implementing  legislation.  As  you 
know,  the  House  of  Representatives  passed  H.R.  Ill,  which  I  sponsored,  by  a 
vote  of  224  to  202.  We  have  produced  a  sound  piece  of  legislation  and  I  urge 
this  committee  to  consider  it  closely. 

The  successful  passage  of  PI.R.  Ill  culminated  a  6-month  exposition  of  this 
issue  before  the  House  of  Representatives.  That  process  involved  two  field  in- 
spections and  hearings  in  the  Panama  Canal  Zone  as  well  as  2  days  of  hearings 
earlier  this  month  regarding  alleged  Panamanian  Government  involvement  in 
illegal  arms  transshipments  to  revolutionary  groups  in  Latin  America.  Through- 
out our  deliberations,  the  emphasis  was  on  full  and  complete  disclosure  of  any 
relevant  information  so  that  Members  could  ultimately  cast  fully  informed  votes. 
We  accompUshed  that  purpose. 

As  a  result  of  criminal  indictments  in  Federal  District  Court  in  Miami,  Fla., 
2  days  of  investigatory  hearings  were  held  to  ascertain  whether  or  not  the 
Panamanian  Government  itself  had  undertaken  activities  which  could  con- 
ceivably violate  the  neutrality  provisions  of  the  treaty  of  the  charter  of  the 
Organization  of  American  States. 

The  evidence  at  the  Panama  Canal  subcommittee's  hearings  was  both  shocking 
and  compelling.  Among  the  findings  and  admissions  elicited  were  the  following, 
as  outlined  in  a  letter  to  the  House  by  the  subcommittee  chairman  and  the 
ranking  minority  member. 

That  reference,  Mr.  Chairman,  would  be  to  myself  and  Bob  Baimian. 
I  will  now  continue  to  read  Chairman  Murphy's  statement: 

U.S.  Treasury  enforcement  oflBcials  in  Miami  have  concluded  a  detailed  investi- 
gation which  has  resulted  in  the  indictment  of  several  individuals,  including  one 
Antonio  Alvarez,  the  air  cargo  manager  of  Air  Panama. 

An  affidavit  filed  in  the  Federal  District  Court  of  Miami  by  Agent  Kimbler 
with  the  Bureau  of  Alcohol,  Tobacco  and  Firearms  states  that  the  former  Pana- 
manian consul  in  Miami,  Edgardo  Lopez,  was  also  involved  in  the  conspiracy 
to  purchase  weapons  and  illegally  export  them. 

Air  Panama  allegedly  involved  in  the  transshipment  of  the  smuggled  guns,  has 
been  determined  to  be  70  percent  owned  by  Bank  Cofina,  the  Panamanian 
financing  agency.  The  remaining  30  percent  is  owned  by  five  individuals,  one  of 
whom  was  recently  assassinated  under  mysterious  circumstances  and  another 
of  whom  was  the  former  Charge  d'Affaires  of  the  Panamanian  embassy  in 
Washington. 

According  to  the  Kimbler  affidavit.  Edgardo  Lopez  admitted  that  he  was  acting 
on  orders  of  Panamanian  intelligence  in  carrying  out  his  part  in  the  conspiracy. 
After  making  these  admissions,  Lopez  has  disappeared. 

According  to  documents  provided  by  human  rights  groups  in  Panama,  past 
payrolls  of  the  Panamanian  G-2,  or  intelligence  apparatus,  indicate  that  in  1975 
Edgardo  Lopez  was  an  employee  of  Panamanian  G-2. 

As  at  least  one  of  the  shipments  to  Panama  was  made  pursuant  to  a  duly  issued 
export  license  from  the  State  Department's  OflSce  of  Munitions  Control,  which 
was  recorded  ns  it  left  the  country  by  U.S.  Customs  officials,  it  is  possible  to  trace 
many  of  the  weapons  forwarded  from  Miami.  A  serial  number  cross  check  has 
revealed  that  weapons  shipped  from  Miami  have,  in  fact,  found  their  way  to  the 
Sandinista  guerrillas. 


255 

]\Ir.  Chairman,  if  you  or  the  committee  do  not  object,  we  would  like 
to  share  with  you,  at  Chairman  Murphy's  request,  some  of  the  weapons 
that  were  in  evidence  before  our  subcommittee,  and  I  refer  to  two  mili- 
tary weapons  seized  in  Nicaragua. 

Senator  Levin.  When  you  say  share  with  us,  I'm  not  quite  sure  what 
you  mean. 

]Mr.  HiTBBAKD.  I  believe  I  meant  to  show  them  to  you. 

Senator  Levin.  Oh,  all  right.  Is  there  any  objection  to  the  weapons 
being  displayed  to  us  ?  [Hearing  none.] 

^Vliy  don't  you  leave  them  in  the  case  ?  I  think  everybody  would  feel 
m-ore  secure. 

Mr.  HuBii.vRD.  These  are  the  weapons  to  which  we  are  referring. 

Senator  Levin.  OK,  thank  you. 

Mr.  Hansen.  And  if  the  committee  is  interested,  there  are  pictures 
here  that  shov/  the  rest  in  great  volume. 

Senator  LE^^:N.  Thank  you. 

Mr.  Hubbard.  Thank  you,  Mr.  Chairman. 

[Continuing  on  with  Chairman  Murphy's  statement :] 

Nicaragua  customs  authorities  seized  M-1  carbines  being  clandestinely  smug- 
gled from  Costa  Rica  into  Nicaragua  soon  after  the  shipment  of  carbines  from 
Miama  to  Panama.  Found  under  false  floors  in  two  small  vans,  the  weapons  were 
the  very  ones  purchased  by  Panamanian  citizens  in  Miami,  Fla. 

According  to  the  testimony  of  two  senior  retired  military  oflScers,  Lt.  Gen. 
Gordon  Sumner,  former  Chairman  of  the  Inter-American  Defense  Board  (U.S. 
Army  retired)  and  Col.  Joseph  Thomas  (U.S.  Air  Force  retired),  both  of  whom 
held  senior  posts  concerned  with  Latin  American  affairs  in  the  Defense  Depart- 
ment, Panama's  systematic  involvement  in  gun  smuggling  is  a  well-known  reality. 

General  Sumner  had  personal  eoversations  with  Panamanian  strongman  Omar 
Torrijos,  in  which  Torrijos  admitted  to  him  his  intent  to  aid  and  abet  the 
Sandinista  movement  with  military  arms.  I  repeat  that,  this  retired  general,  now 
free  to  speak  his  piece  without  being  "singlaubed",  General  Sumner  had  personal 
conversations  with  Panamanian  strongman  Omar  Torrijos,  in  which  Torrijos 
admitted  to  him  his  intent  to  aid  and  abet  the  Sandinista  movement  with  mili- 
tary arms. 

Continuing  on  with  Chairman  Murphy's  statement : 

Furthermore,  Colonel  Thomas  testified  that  intelligence  reports  were  available 
within  the  administration  on  a  daily  basis  chronicling  the  involvement  of  the 
Government  of  Cuba  and  Panama  in  international  arms  smuggling.  .  .  . 

I  should  point  out  to  members  that  under  article  IS  of  the  Organization  of 
American  States'  charter,  it  says,  "No  state  or  group  of  states  has  the  right  to 
intervene,  directly  or  indirectly,  for  any  reason  whatever,  in  the  internal  or 
external  affairs  of  any  other  state.  The  foregoing  principle  prohibits  not  only 
armed  force  but  also  any  other  form  of  interference  or  attempted  threat  against 
the  personality  of  the  state  or  against  its  political  economic  and  cultural 
elements." 

Mr.  Chairman,  I  divert  from  the  chairman's  statement  to  share  with 
you  an  amendment  that  passed  in  the  House  and  is  a  part  of  H.K.  Ill, 
and  I  ask  you  to  listen  to  it.  It  is  very  brief.  It  was  offered  by  Congress- 
man Pashayan,  and  it  passed.  It  says — in  the  bill  it  is  on  page  157, 
after  line  19,  subsection  (g)  : 

Upon  a  determination  by  either  the  President  of  the  United  States  or  the 
Congress,  by  concurrent  resolution,  that  the  Republic  of  Panama  is  interfering 
in  the  internal  affairs  of  any  other  state,  either  directly  or  indirectly,  no  pay- 
ments shall  be  made  to  Panama  under  Paragraph  4(c)  of  Article  13  of  the  Panama 
Canal  Treaty  of  1977  until  a  subsequent  determination  by  either  the  President 
or  the  Congress,  by  concurrent  resolution,  that  such  interference  has  ceased. 
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Going  on,  briefly,  and  quoting  Chairman  ISIiirphy : 

The  foregoing  underscores  the  need  for  successful  passage  of  implementing 
legislation. 

Chairman  Murphy  would  want  me  to  add  legislation  as  much  like 
H.R.  Ill  as  possible. 

Without  such  legislation,  the  Panama  Canal  treaties  themselves,  already 
the  law  of  the  land  by  virtue  of  Senate  ratification,  would  have  come  into 
effect  on  October  1  of  this  year  devoid  of  additional  congressional  amplifications. 
Under  H.R.  Ill,  as  amended,  annual  congressional  scrutiny  of  this  unique,  bi- 
national  relationship  will  be  guaranteed  and  the  appropriations  process  will 
permit  us  the  chance  to  keep  abreast  of  efforts  in  the  strategically  vital  Panama 
Canal  area. 

I  move  to  the  last  page,  Mr.  Chairman,  that  I  plan  to  present  from 
this  lengthy  testimony  for  the  record. 

Senator  LE\T:]sr.  Thank  you. 

Mr.  Hubbard.  Under  the  terms  of  the  Pashayan  amendment  to  the 
'bill,  which  I  have  read,  funds  to  the  Eepublic  of  Panama  could  be 
held  back  if  the  President  and  the  Congress,  by  concurrent  resolution, 
•  determine  that  the  Republic's  Government  acted  in  the  furtherance  of 
the  objectives  of  organizations  which  are  interfering  with  the  internal 
.affairs  of  any  state. 

There  are  those  who  have  suggested  that  silence  in  the  face  of 
unpleasant  facts  is  the  best  form  of  diplomacy,  a  position  with  which 
I  do  not  concur.  On  the  contrary.  Chairman  Murphy  adds,  "I  would 
note  that  my  colleagues  gave  H.R.  Ill  a  resounding  vote  of  affirmation 
only  after  the  full  and  complete  discussion  of  this  issue  had  taken 
place." 

Throughout  our  investigatory  proceedings,  administration  witnesses 
steadfastly  insisted  that  there  was  no  indication  of  either  Panamanian 
or  Cuban  involvement  in  the  Nicaraguan  conflict.  However,  I  would 
read,  as  I  divert,  one  paragraph  from  the  New  York  Times  article  of 
Jmie  23,  headlined  "U.S.  Asserts  Cubans  Are  Supplying  and  Train- 
ing Rebels  in  Nicaragua,"  an  article  Richard  Burt  wrote,  one  para- 
graph of  which  reads : 

A  Pentagon  intelligence  aide  also  said  that  the  United  States  had  received  a 
report  earlier  this  week  that  a  brigade  of  some  200  Cuban  military  personnel  had 
been  flown  into  Costa  Rica  and  were  stationed  near  the  Nicaraguan  border.  The 
report,  the  aide  said,  described  the  brigade  as  a  logistical  unit  engaged  in  stock- 
piling arms  and  shipping  them  into  Nicaragua. 

Yet,  Chairman  Murphy  states : 

It  was  only  after  passage  of  the  legislation  last  week  that  senior  administra- 
tion officials  confirmed  to  the  same  paper,  the  New  York  Times,  that  Cuban  mili- 
tary involvement  in  support  of  the  Sandinistas  was  indeed  a  reality. 

What  is  the  relevance  of  all  this?  Simply  this:  that  while  the  vast  majority 
of  Americans  are  prepared  to  honor  our  solemn  treaty  commitments,  their  sup- 
port is  contingent  upon  their  Government's  capacity  to  tell  them  the  truth.  In 
sum,  we  need  not  double  talk  the  people  to  win  their  support. 

At  this  time,  Mr.  Chairman,  I  will  enter  the  chairman's  statement, 
and  ask  that  the  balance  of  the  statement  be  included  in  the  record, 
and  I  thank  the  committee  very  much  for  its  courtesies  and  hospitality. 

Senator  Leviist.  It  will  be  made  part  of  the  record. 

We  thank  you  very  much,  Congressman  Hubbard. 

I  just  have  one  question  in  light  of  the  time  problems. 

Article  XIII  of  the  treaty  provides  that  the  Republic  of  Panama 
shall  receive  from  the  Panama  Canal  Commission  certain  amounts  of 
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funds.  It  sets  forth  in  paragrapli  A  a  fund,  in  paragTaph  B  a  fund, 
paragraph  C,  the  so-called  contingency  payment  of  $10  million  in  the 
event  that  the  operating  revenues  exceed  the  expenditures. 

The  section  250,  section  250(e) — excuse  me,  section  250(g)  of  House 
bill  111,  which  you  just  made  reference  to,  adds  a  condition  to  that 
payment.  The  treaty  makes  no  such  condition.  The  treaty  allows  for 
no  such  condition  as  I  read  it.  The  treaty  says:  "The  Republic  of 
Panama  shall  receive"  certain  specified  amounts  of  money.  It  also  has 
other  provisions  in  it,  obviously. 

But  now,  do  you  think  that  that  treaty  can  be  modified  by  House 
bill  111? 

Mr.  Hubbard.  My  answer  is  yes. 

Senator  Levin.  And  do  you  have  any  legal  authority  for  our  bill 
modifying  a  treaty  ? 

]Mr.  Hubbard.  I'm  sorry,  say  that  again. 

Senator  Levhst.  Do  you  have  any  authority  for  the  statement  that 
a  bill  of  the  Congress  can  modify  a  treaty  ? 

i\fr.  Hubbard.  Well,  of  course,  there's  differences  of  opinion  as  to 
whether  or  not  the  Senate's  ratification  was  all  it  took  to  transfer 
this  particular  real  estate. 

Senator  Levin.  No;  I  am  referring  to  this  payment  in  particular. 
The  treaty  says  that  the  payment  shall  be  made  under  certain  condi- 
tions, and  the  condition  is  that  if  canal  operating  revenues  exceed 
expenditures. 

The  amendment  that  you  referred  to,  Congressman  Pashayan's, 
amendment,  saj^s  even  if  revenues  exceed  expenditures,  which  is  an. 
unlikely  event,  by  the  way,  because  of  the  way  the  Board  is  struc- 
tured, because  of  certain  reservations  which  were  attached  by  the 
Senate  and  others,  but  even  if  revenues  exceed  expenditures,  the 
amendment  you  read  says  no  payment  in ■ 

]\iv.  HtmBARD.  This,  of  course,  is  the  House's  intent. 

Senator  Levin.  But  my  question  is,  do  you  have  any  legal  authority 
or  any  authority  for  saying  that  we  can  change  that  provision  of  the 
treaty  by  legislation  ? 

Mr.  Hubbard.  We  will — I  do  not  have  that  right  now  with  me,  but 
we  will  be  glad  to  research  that.  I  am  accompanied  by  our  outstanding 
attorney,  Lawrence  O'Brien,  chief  counsel  of  the  Merchant  Marine 
and  Fisheries  Committee,  and  I  would  ask  him  to  please  attempt  to 
answer  that. 

Senator  Levin.  That  would  be  helpful.  Either  ^'^ou  can  do  it  now 
or  for  the  record,  whatever  is  better. 

Mr.  O'Brien.  I  prefer  to  do  it  for  the  record.  Senator.  That  was  a 
floor  amendment  that  passed  on  a  voice  vote,  and  it  was  not  a  matter 
that  was  considered  or  deliberated  at  any  length. 

Senator  Levin.  Thank  you. 

Mr.  O'Brien.  That's  the  answer. 

[The  information  follows :] 

Oiie.'^tion.  What,  is  the  authority  for  the  contention  that  a  bill  of  the  Congress 
can  modify  a  treaty  ? 

Answer.  It  is  an  accepted,  reading  of  U.S.  constitutional  law  that  for  domestic 
purposes  the  provisions  of  a  self -executing  treaty  and  a  statute  are  equal  in 
force,  and  that  the  one  enacted  later  in  time  controls.  Louis  Henkin,  in  his 
book,  "Foreign  Affairs  and  the  Constitution,"  quotes  and  agrees  with  the  follow- 
ing statement  of  the  Supreme  Court  in  the  case  of  Whitney  v.  Rohinson  (124 
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U.S.  190,  194,  (1888)),  in  which  the  Court  applied  the  maxim  leges  posteri- 
ores  priores  contraries  ahrogrant  ("the  last  expression  of  the  sovereign  will 
must  control")  : 

By  the  Constitution  a  treaty  is  placed  on  the  same  footing,  and  made  of 
like  obligation,  with  an  act  of  legislation.  Both  are  declared  by  that  instru- 
ment to  be  the  supreme  law  of  the  land,  and  no  supreme  efficacy  is  given 
to  either  over  the  other.  When  the  two  relate  to  the  same  subject,  the  courts 
will  always  endeavor  to  construe  them  so  as  to  give  effect  to  both,  if  that 
can  be  done  without  violating  the  language  of  either;  but  if  the  tvro  are 
inconsistent,  the  one  last  in  date  will  control  the  other,  provided  always  the 
stipulation  of  the  treaty  on  the  subject  is  self-executing. 
Clearly  it  is  constitutionally  permissible  for  legislation  to  alter  the  terms  of 
a  treaty  that  are  self -executing. 

If  the  Congress  does  enact  legislation  inconsistent  with  a  treaty,  it  cannot 
change  that  portion  of  the  treaty  as  an  obligation  of  the  United  States  to  uphold. 
Henkin  states  (p.  164)  : 

.  .  .  That  is  not  to  say,  as  is  often  erroneously  said,  that  Congress  can 
"repeal"  a  treaty  :  Congress  is  not  acting  upon  the  treaty,  but  exercising  one 
of  its  legislative  powers,  it  legislates  without  regard  to  the  international 
obligations  of  the  United  States.  Such  legislation  does  not  affect  the  validity 
of  the  treaty  and  its  abiding  international  obligations,  though  it  compels 
the  United  States  to  go  into  default. 
With  regard  to  the  Pashayan  Amendment,  which  affects  the  section  of  H.R. 
Ill  relative  to  payments  to  Panama,  it  is  arguable  as  to  whether  the  Amendment 
would  modify  the  treaty  since  provisions  for  the  payments  to  Panama  under  the 
treaty  are  not  self-executing  and  thus  are  not  the  "law  of  the  land"  for  domestic 
purposes.  A  coimtry  which  enters  into  a  treaty  with  the  United  States  is  to  un- 
derstand that  the  obligations  of  the  United  States  which  are  dependent  upon  leg- 
islation are  not  effective  until  legislation  is  enacted.  Payments  to  Panama  are 
dependent  upon  the  exclusive  appropriations  authority  of  the  Congress  imder 
Article  I,  Section  9,  Clause  7.  Henkin  further  states  (p.  159)  : 

Some  obligations,  it  is  accepted,  cannot  be  executed  by  the  treaty  itself. 
A  treaty  cannot  appropriate  funds :  the  Constitution  expressly  provides  that 
"No  Money  shall  be  drawn  from  the  Treasury,  but  in  Consequence  of  Ap- 
propriations made  by  Law,"  and  a  treaty  is  apparently  not  law  for  this 
purpose;  (footnote  cites  Turner  v.  American  Baptist  Missionarrj  Union  (24 
F.   Cas.  344) )    any  financial  undertaking  by  the  United  States,  then,  re- 
quires appropriation  by  Congress. 
Moreover,  even  if  the  provision  of  the  treaty  concerning  the  contingency  pay- 
ment to  Panama,  which  is  the  only  payment  affected  by  the  Pashayan  Amend- 
ment, were  self-executing,  it  is  to  be  noted  that  the  payment  is  made  under  the 
terms  of  legislation  framed  by  the  United  States  since  the  United  Statea  will  be 
the  primary  operator  of  the  Canal  and  the  Panama  Canal  Commission  will  be 
a  U.S.  Government  agency. 

[Additional  information  follows:] 

U.S.  House  op  REPRESENTAxrv^s, 
Committee  on  Merchant  Marine  and  Fisheries, 

Washington,  B.C.,  July  17,  1979. 
Hon.  John  C.  Stennis, 
Chairman,  Committee  on  Armed  Services, 
U.S.  Senate,  Washington,  B.C. 

Dear  Senator  Stennis  :  During  my  appearance  before  the  Senate  Armed 
Services  Committee  on  behalf  of  Congresman  John  M.  Murphy,  Chairman  of 
the  House  Merchant  Maruie  and  Fisheries  Committee,  in  regard  to  the  Panama 
Canal  implementing  legislation,  I  was  asked  to  provide  several  answers  for  the 
record,  and  I  am  pleased  to  do  so. 

First,  with  respect  to  alleged  arms  transactions  involving  weapons  originating 
in  the  United  States  and  ultimately  traced  to  Nicaragua  via  Panama :  according 
to  Federal  indictments  issued  in  Miami,  Florida,  250  Ml  Carbines  were  allegedly 
exported  from  the  United  States  without  proper  export  licenses  \ia  Air  Panama. 
A  total  of  9S7  different  weapons  were  described  in  the  full  indictment.  (Panama 
Canal  Subcommittee  Hearing  Record,  pp.  110-117.)  Nicarasma  customs  officials 
ultimately  discovered  90  .30  Caliber  Ml  rifles  being  smuggled  into  Nicaragua,  and 
71  were  traced  through  Panamanians  to  United  States  manufacturers,  i.e.,  the 
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Universal  Firearms  Company  in  Florida,  and  the  Johnson  Arms  Corporation 
in  New  Jersey.  In  addition.  230  FAL  T.tili  Caliber  Belgian-made  rifles  originally 
sold  to  Cuba  were  found  in  Nicaragua ;  49  weapons  were  discovered  during 
illegal  import  into  Nicaragua  and  181  were  found  alongside  Sandinista  guerrillas 
who  were  killed  in  action.  In  addition,  the  Subcommittee  heard  testimony  from 
representatives  of  the  Nicaraguan  GrOvernment  that  their  intelligence  estimates 
concluded  that  upwards  of  2.000  to  .1,000  weapons  of  the  foregoing  nomen- 
clatures were  believed  to  be  in  Nicaragua. 

As  to  Senator  Levin's  question  regarding  the  Pashayan  Amendment  and  its 
possible  violation  of  Article  13  of  the  Panama  Canal  Treaty  of  1977,  it  is  my 
view  that  Article  3  of  the  Treaty,  in  paragraph  2.d,  authorizes  the  United  States 
".  .  .  to  modify,  collect  and  retain  tolls  for  the  use  of  the  Panama  Canal  and 
other  charges,  and  establish  and  modify  methods  and  their  assessment."  In  effect, 
I  read  the  term  "other  charges"  expansively  to  include  conditions  such  as  the 
one  imposed  on  Panama  by  the  Pashayan  Amendment. 
Sincerely, 

Lawrence  J.  O'Brien,  Jr., 

Chief  Counsel. 

Senator  Thurmond.  Mr.  Cliairman,  could  I  interrupt  to  ask  if  he 
could  just  g;ive  his  opinion,  if  he  has  reached  his  opinion,  and  then  sup- 
ply details  for  the  record  ? 

I  would  just  like  to  hear  his  judgment  on  it. 

Senator  Levin.  All  right. 

Mr.  O'Brien.  I  discussed  the  amendment  with  the  Congressman  who 
offered  it,  Senator,  and  it  was  his  view  that  since  H.R.  Ill  does  speak 
to  the  appropriations  process,  that  it  would  be  fitting  if  the  Congress 
expressed  its  intent  before  the  fact  to  curtail  appropriations,  as  is  their 
right,  if  activity  of  this  nature  occurred. 

Now,  as  to  tiie  specific  legal  question,  I  would  reserve  judgment.  I 
have  not  studied  it,  and  it  would  be  presumptuous  of  me  to  attempt  to 
answer  it  based  on  precedent  when  I  am  not  familiar  with  the 
precedent. 

Senator  Levin.  OK,  thank  you. 

Senator  Stennis,  do  you  have  any  questions  ? 

Chairman  Stennis.  My.  Chairman,  I  want  to,  along  with  the  other 
members,  thank  these  gentlemen  for  their  testimony  which  I  think  is 
helpful. 

Congressman,  as  I  understand  it  though,  if  the  Senate  passed  a 
bill,  or  if  the  conferees  came  out  with  a  bill  substantially  different 
from  what  the  Plouse  has  passed,  you  gentlemen  would  expect  the 
House  to  take  a  new  look  at  it.  That  is  substantially  what  you  said. 
I  commend  you  highly  for  that  attitude.  I  think  that  is  in  keeping  with 
practice  and  the  Constitution,  too. 

If  I  understood  some  other  references,  thoug]i,  to  that  matter,  if  it 
doesn't  come  back  to  the  House  bill  there  won't  be  any  law  passed  in 
an  assembly  like  that.  The  Senate  never  has  control  with  any  con- 
ference I  have  ever  been  in.  The  House  is  always  very  willing,  and 
they  are  very  eft'ective  in  their  stand,  but  they  are  always  willing  to 
mnice  a  real  conference  out  of  things. 

Of  course,  this  bill  is  important.  We  are  going  to  write  it  up  and 
every  member  here  is  going  to  give  his  judgment  and  opinion  the 
best  he  can.  and  consider  yours  then,  too. 

But  we  do  have  to  all  look  to  a  view,  if  these  are  differences,  we 
will  try  to  reconcile  them  in  conference.  That  is  correct,  isn't  it? 
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Mr.  Hubbard.  Yes,  sir;  and  I  predict  that  Speaker  O'Neill  will 
send  you  some  real  protreaty  House  Members  for  the  conference,  and 
it  will  still  come  back 

Cliairman  Stennis.  I  don't  know  about  that.  I  wasn't  going  into 
that.  I  am  thinking  about  the  legislative  branch  of  Government,  now, 
in  conference. 

I  spend  a  good  deal  of  time  in  these  conference  rooms  with  the 
House,  and  I  am  accustomed  to  them,  and  of  course,  you  know,  there 
are  points,  but  they  are  real  conferees.  They  are  real  conferees,  and 
they  do  a  good  job. 

Mr.  Hubbard.  I  predict  the  ones  on  this  bill  that  are  sent  to  you  by 
the  House  speaker  will  be  real  good,  protreaty  conferees. 

Senator  Levin.  Well,  we  will  try  to  balance  that  out. 

Chairman  Stennis.  They  are  legislators  in  my  view. 

Thank  you,  I  have  no  questions. 

Senator  Levhst.  Thank  you,  Mr.  Chairman. 

Senator  Thurmond  ? 

Senator  Thurmond.  I  wish  to  thank  you  for  your  fine  appearance 
here,  Congressman. 

Senator  Levin.  Senator  Exon  ? 

Senator  Exon.  I  have  no  questions.  Thank  you. 

Senator  Levin.  Senator  Warner  ? 

Senator  Warner.  Yesterday  I  asked  the  administration  witnesses 
questions  with  respect  to  the  alleged  involvement  of  the  Panamanian 
Government  with  Nicaragua,  and  the  record  revealed  some  reply. 
Nevertheless,  they  all  stated  unequivocally  that  there  was  no  relevance 
to  that  body  of  fact  to  the  proceedings  before  the  Congress. 

I  noticed  from  Mr.  Murphy's  testimony  that  he  makes  the  conclu- 
sion that  it  is  relevant  but  he  doesn't  expand. 

Would  you  care  to  expand  at  all  on  the  relevancy  of  this  testimony 
to  tlie  matter  before  the  Congress  ? 

Mr.  Hubbard.  Thank  you.  Senator  Warner.  I  am  going  to  ask  my 
chief  counsel  of  the  Merchant  Marine  and  Fisheries  Committee,  Law- 
rence O'Brien,  to  answer  that,  please. 

Mr.  O'Brien.  Well,  Senator,  I  worked  with  Congressman  INIurphy 
in  preparing  the  statement.  He  feels  that  the  relevance  is  simply  this, 
that  in  large  part  Panam.a's  reliability  as  a  treaty  partner  is  contin- 
gent on  their  capacity  to  adhere  to  international  law,  and  international 
law  as  articulated  in  article  18  of  the  OAS  proscribes  any  interference 
in  the  affairs  of  another  state.  It  is  his  view  that  Panama's  alleged  in- 
volvement in  this  arms  transshipment  could  conceivably  violate  arti- 
cle 18,  and  that  speaks  to  the  question  of  their  reliability  as  a  nation 
prepared  to  honor  international  law,  and  is  revelant. 

Senator  Warner.  Well,  I  guess  to  put  it  in  the  very  basic,  we  'are 
going  into  business  with  somebody,  and  we  had  better  Iniow  if  the 
type  of  people  witli  whom  we  are  going  to  do  business  for  a  number 
of  years,  is  that  essentially  it  ? 

Mr.  O'Brien.  Yes,  sir,  that  is  correct. 

Senator  Warner.  How  does  it  bear  on  the  Senate's  consideration  of 
this  matter  legislatively  at  this  time,  assuming  there  is  credibility  at- 
tached to  the  evidence  produced  here  ? 

Mr.  O'Brien.  Well,  I  think  that  there  was  considerable  sentiment 
in  thei  House  to  the  effect  that  we  have  to  be  able  to  rely  on  the  good 
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word  of  the  Panamanian  Government,  and  if  that  word  is  brought 
into  question  when  their  activities  contradict  their  public  statements, 
and  that 

Senator  Warner.  Well,  would  you  say,  then,  this  is  justification  for 
going  more  and  more  for  the  concept  that  H.R.  Ill  had,  mainly  that  it 
would  go  to  the  appropriations,  management  vehicle  as  opposed  to  the 
corporate  ? 

Is  that  the  essence  ? 

Mr.  O'Brien.  Well,  on  the  floor  of  the  House,  Congressman  Murphy 
made  the  explicit  statement  that  he  felt  that  all  of  this  evidence,  and 
even  these  allegations,  were  strong  arguments  for  H.R.  Ill,  so  that 
we  could  simply  guarantee  a  continuing  and  strong  U.S.  presence  in 
Panama  and  congressional  scrutiny  of  the  U.S.  involvement  there 
over  the  20-year  period. 

On  the  other  hand,  he  felt  that  were  we  to  not  pass  any  implement- 
ing legislation,  we  would  be  left  with  the  bare  language  of  the  treaties, 
and  that  the  treaty  language  would  be  insufficient  to  protect  the  vital 
interests  which  we  think  we  have  there  on  the  isthmus,  and  that  the 
allegations  which  we  had  at  the  2  days  of  hearings  stressed  and 
brought  up  the  need  for  a  continuing  involvement  that  this  legislation 
will  guarantee. 

So  rather  than  presume,  as  some  do  or  did,  that  the  hearings  were 
intended  to  derail  the  legislation,  it  was  his  view  that  on  the  contrary, 
that  they  were  the  loudest  possible  argument  for  implementing  legis- 
lation which  he  championed  on  the  floor  of  the  House. 

Senator  Warner.  Do  you  feel  that  the  testimony  we  have  received 
in  open  sessions  here  adequately  informs  the  Members  of  the  Senate,  or 
do  you  feel  that  there  is  some  necessity  for  us  to  go  into  classified 
hearings? 

Mr.  O'Brien.  I  wouldn't  nor  would  the  chairman  presume  to  tell 
the  other  body  what  to  do  in  that  respect. 

Senator  Warner.  ISTo  ;  I  am  not  suggesting  you  are  telling  us  what 
to  do,  but  you  apparently  know  more  about  the  evidence  than  perhaps 
others. 

Mr.  O'Brien.  Well,  I  think  it  is  safe  to  say  here  on  the  record  that 
we  did  confirm  in  classified  session,  both  in  committee  and  in  the  full 
House,  what  was  alluded  to  on  the  public  record  in  our  hearings; 
namely,  that  the  one  stream  of  weapons  which  originated  in  Miami, 
and  transactions  which  haA^e  resulted  in  indictments,  did  ultimately 
go  via  Air  Panama  through  Panama  to  Costa  Rica  and  into  ISTicaragua. 
Wo  did,  in  open  session,  have  testimony  to  the  effect  that  there  were 
2.000  Ml  carbines  that  orisfinated  in  the  United  States  and  ultimately 
found  their  way  into  Nicaragua.  Now,  2,000  Ml  carbines  were — ■ 
some  of  those  carbines  were  exported  from  Miami  under  a  duly  issued 
export  license  which  indicated  that  they  had  a  sporting  purpose.  In 
addition,  we  had  an  affidavit  in  the  public  record  with  respect  to  these 
weapons  here  and  that  weapon  is  an  FAL  semiautomatic  rifle.  It  is 
a  military  weapon.  It  is  manufactured  by  Fabrique  National,  which  is 
a  Belgian  corporation. 

We  had  in  testimony  and  an  affidavit  from  Fabrique  Nacional  to  the 
effect  that  these  weapons  had  been  sold  in  the  1060's  to  Cuba,  and  these 
ultimately  found  their  way  to  a  point  60  meters  north  of  the  Costa 
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Ricfin-Nicaraguan  border  where  they  were  seized  by  Nicaragiian 
border  police.  They  were  in  a  Firestone  rubber  truck  hidden  under  a 
false  floor  and  behind  false  walls,  and  were  seized  on  the  recom- 
mendation of  an  informant. 

Those  were  the  revelations  on  the  public  record  that  I  am  sharing 
with  you  now. 

Witnesses  from  the  administration  were  asked  to  confirm  involve- 
ment of  the  Panamanian  Government.  In  the  public  record,  the  re- 
sponse was  to  the  effect  that  it  was  the  administration's  view — and  I 
believe  I  am  stating  it  correctly — that  these  were  individuals  who 
were  acting  without  official  authority.  That  testimony  is  contradicted 
by  the  admission,  against  his  own  interests,  of  Edgardo  Lopez,  an  ad- 
mission he  made  to  Agent  Kimbler  of  the  Bureau  of  Alcohol,  To- 
bacco, and  Firearms. 

I  should  add 

Senator  Warxer,  Thank  you,  Mr.  Chairman. 

Senator  Levin.  OK ;  thank  you. 

Senator  Humphrey  ? 

Senator  Huimphret.  Congressman  Hubbard,  do  you  have  any  esti- 
mate of  the  percentage  of  weapons  in  the  hands  of  the  Sandinistas 
which  have  come  through  Panama,  to  what  extent  ? 

Mr.  Hubbard.  I  do  not,  but  I  will  be  glad  to  ask  the  staff  to  research 
that  and  provide  an  answer  for  the  record. 

[The  com.mittee  has  not  been  able  to  obtain  this  information.] 

Senator  Humphrey.  Are  we  talking  about  just  a  few  arms  or  are  we 
talking  about  a  major  supplv  of  arms? 

Mr.  PIuBBARD.  I  would  ask  Mr.  O'Brien. 

Mr,  O'Brien.  Senator,  we  had  allegations  in  testunony  which  were 
not  fully  confirmed  on  the  record,  but  that  there  were  up  to  5,000  in- 
dividual military  weapons  that  had  been  so  transported.  In  addition, 
there  have  been  press  reports  over  the  weekend  to  the  effect  that 
weapons  up  to  and  including  105-mm  hoAvitzers  have  been  provided. 
Now,  whether  or  not  that  came  through  Panama,  I  can't  say. 

But  our  testimony  was  to  the  effect  that  there  were  2,000  Ml 
carbines. 

I  sliould  add  that  one  of  the  individuals  under  indictment  in  the 
Miami  case  has  approached  the  committee  within  tlie  last  2  weclrs  seek- 
ing limited  use  immunity  under  title  18.  section  6005,  which  would 
permit  him  to  testify  before  our  committee  as  to  the  underlying  trans- 
actions for  which  he  has  been  indicted,  and  we  are  discussing  that 
with  him  at  the  present  time. 

Mr.  PIuBBARD.  Excuse  me,  Mr.  Chairman.  My  district  adjoins  Con- 
gressman Bill  Natcher's.  Pie  has  10,800  consecutive  votes  in  the  House. 
He  puts  a  little  pressure  on  me  to  attend  every  now  and  then  the  Plouse 
sessions  and  vote. 

Senator  Le\t[n.  It  com.es  at  an  appropriate  moment  because  we  are 
really  way  behind  schedule. 

Mr.  Hubbard.  We  have  a  rollcall  going  on  right  now,  and  I  ask  to 
be  excused. 

Senator  Levin.  Wien  you  do  give  us  that  list  of  weapons,  though, 
if  you  would,  would  you  tell  us  how  many  of  them  were  purchased  in 
America  ? 
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j\Ir.  Hubbard.  Mr.  Cliairman,  thank  you,  and  I  am  sorry  to  have  to 
run,  but  it  might  work  out  better  both  ways. 

Senator  Le\t[x.  No  ;  j^ou  have  been  veiy  helpful.  Yv^'e  know  the  kind 
of  pressure  you  are  under. 

Thank  j'ou  for  coming. 

]Mr.  Hubbard.  Thank  you  very  much. 

[The  prepared  statements  of  Hon.  John  Muri)hy  and  Hon.  Carroll 
Hubbard  follow :] 

Pkepared  Statement  of  Hon.  John  M.  Mukphy 

Good  moi-ning.  Mr.  Chairman  auci  members  of  the  committee.  It  is  privilege 
to  appear  today  in  my  capacity  as  chairman  of  the  House  Merchant  Marine  and 
Fisheries  Committee  to  testify  on  the  proposed  Panama  Canal  implementing 
legislation.  As  yon  know,  the  House  of  Representatives  passed  H.R.  Ill  which 
I  sponsored  by  a  vote  of  224  to  202.  We  have  produced  a  sound  piece  of  legis- 
laiion  and  I  urge  this  committee  to  consider  it  closely. 

The  successful  passage  of  H.R.  Ill  culminated  a  six  month  exposition  of 
this  issue  before  the  House  of  Representatives.  That  process  involved  two  field 
inspections  and  hearings  in  the  Panama  Canal  Zone  as  well  as  two  days  of 
hearings  earlier  this  month  regarding  alleged  Panamanian  government  involve- 
ment in  illegal  arms  transshipments  to  revolutionary  groups  in  Latin  America. 
Throughout  our  deliberations,  the  emphasis  was  on  full  and  complete  disclosure 
of  any  relevant  information  so  that  members  could  ultimately  cast  fully  in- 
formed votes.  We  accomplished  that  purpose. 

As  a  result  of  criminal  indictments  in  Federal  district  court  in  Miami, 
Florida,  two  days  of  investigatory  hearings  were  held  to  ascertain  whether 
or  not  the  Panamanian  government  itself  had  undertaken  activities  which 
could  conceivably  violate  the  neutrality  provisions  of  the  treaty  of  the  charter 
of  the  Oi'ganization  of  American  States. 

The  evidence  at  the  Panama  Canal  subcommittee's  hearings  was  both  shocking 
and  compelling.  Among  the  findings  and  admissions  elicited  were  the  following, 
as  outlined  in  a  letter  by  the  subcommittee  chairman  and  the  ranking  minority 
member : 

U.S.  Treasury  enforcement  officials  in  Miami  have  concluded  a  detailed  in- 
vestigation which  has  resulted  in  the  indictment  of  several  individuals  including 
one  Antonio  Alvarez,  the  air  cargo  manager  of  Air  Panama ; 

An  aflSdavit  filed  in  the  Federal  District  Court  of  Miami  by  agent  Kimbler 
with  the  Bureau  of  Alcohol,  Tobacco  and  Firearms  states  that  the  former 
Panamanian  consul  in  Miami,  Edgardo  Lopez,  was  also  involved  in  the  con- 
spiracy to  purchase  weapons  and  illegally  export  th'em  ; 

Air  Panama,  allegedy  involved  in  the  transshipment  of  the  smuggled  guns, 
has  been  determined  to  be  70  percent  owned  by  Bank  Cofina,  the  Panamanian 
Central  Bank.  The  remaining  30  percent  is  owned  by  five  individuals,  one  of 
whom  was  recently  assassinated  under  mysterious  circumstances  and  another 
of  whom  was  the  former  charge  d'affaires  of  the  Panamanian  Embassy  in 
Washington. 

According  to  the  Kimbler  affidavit,  Edgardo  Lopez  admitted  that  he  was  acting 
on  orders  of  Panamanian  Intelligence  in  carrying  out  his  part  in  the  conspiracy. 
After  making  these  admissions,  Lop'ez  has  dipappeared. 

According  to  documents  provided  by  human  rights  groups  in  Panama,  past 
payrolls  of  the  Panamanian  G2,  or  intelligence  apparatus,  indicate  that  in  1975 
Edgardo  Lopez  was  an  employee  of  Panamanian  G2 ; 

As  at  least  one  of  the  shipments  to  Panam  was  made  pursuant  to  a  duly 
licensed  export  license  from  the  State  Department's  Office  of  Munitions  Control, 
which  was  recorded  as  it  left  the  country  by  U.S.  Customs  officials,  it  is  possible 
to  trace  many  of  the  weapons  forwarded  from  Miami.  A  serial  number  crof^s 
chpck  has  rrverrled  that  weanons  sliipped  from  Miami,  have  in  fact,  found  tJieif 
waif  to  the  Sandinista  guerrillas  ; 

Nicaragua  customs  authorities  seized  Ml  carbines  being  clandestinely  smuggled 
from  Costa  Rica  into  Nicaragua  soon  after  the  shipment  of  carbines  from  Miami 
to  Panama.  Found  under  fal^e  floors  in  two  small  vans,  the  weapons  were  the 
very  ones  purchased  by  Panamanian  citizens  in  Miami ; 
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According  to  the  testimony  of  two  senior  retired  military  officers — Lt.  Gen. 
Gordon  Sumner,  former  chairman  of  the  Inter-American  Defense  Board  (USA 
retired)  and  Colonel  Joseph  Thomas  (USAF  retired),  both  of  whom  held  senior 
posts  concerned  \Yith  Latin  American  affairs  in  the  Defense  Department — 
Panama's  systematic  involvement  in  gun  smuggling  is  a  well  known  reality. 

General  Sumner  had  personal  conversations  with  Panamanian  strong  man 
Omar  Torrijos,  in  which  Torrijos  admitted  to  him  his  intent  to  aid  and  abet  the 
Sandinista  movement  with  military  arms.  Furthermore,  Colonel  Thomas  testi- 
fied that  intelligence  reports  were  available  within  the  administration  on  a  daily 
basis  chronicling  the  involvement  of  the  government  of  Cuba  and  Panama  in 
international  arms  smuggling ; 

When  asked  to  confirm  the  nvolvement  of  Panamanian  and  Cuban  gnnrunning 
in  the  Sumner-Thomas  testimony,  Lt.  Gen.  Dennis  P.  McAuliffe,  presently  the 
commander  of  the  U.S.  southern  command,  affirmed  the  existence  of  such  re- 
ports and  indicated  that  although  they  are  classified,  "I  have  seen  intelligence 
reports  .  .  .  pertaining  to  members  of  the  government,  .  .  ." 

I  should  point  out  to  members  that  under  Article  18  of  the  OAS  charter, 

"No  state  or  group  of  states  has  the  right  to  intervene,  directly  or  indirectly, 
■for  any  reason  whatever,  in  the  internal  or  external  affairs  of  any  other  state. 
The  foregoing  principle  prohibits  not  only  armed  force  t)\it  also  any  other  form 
of  interference  or  attempted  threat  against  the  personality  of  the  state  or  against 
its  political,  economic  and  cultural  elements."   (Emphasis  added.) 

The  foregoing  facts  underscored  the  need  for  successful  passage  of  imple- 
menting legislation.  Without  such  legislation  the  Panama  Canal  treaties  them- 
selves, already  the  law  of  the  land  by  virtue  of  Senate  ratification,  would  have 
come  into  effect  on  October  1  of  this  year  devoid  of  additional  congressional  ampli- 
fication. Under  H.R.  Ill,  as  amended,  annual  congressional  scrutiny  of  this  uni- 
que bi-national  relationship  will  be  guaranteed  and  the  appropriations  process 
will  permit  us  the  chance  to  keep  abreast  of  efforts  in  the  strategically  vital 
Panama  Canal  area.  Under  the  terms  of  the  Pashayan  amendment  to  the  bill, 
funds  to  the  Republic  of  Panama  could  be  held  back  if  the  president  and  the 
Congress  (by  concurrent  resolution)  determine  that  the  Republic's  government 
acted  in  the  furtherance  of  the  objectives  of  organizations  which  are  inter- 
fering with  the  internal  affairs  of  any  state. 

There  are  those  who  have  suggested  that  silence  in  the  face  of  unpleasant 
facts  is  the  best  form  of  diplomacy,  a  position  with  which  I  do  not  concur.  On 
the  contrary,  I  would  note  that  my  colleagues  gave  H.R.  Ill  a  resounding  vote 
,of  affirmation  only  after  the  full  and  complete  discussion  of  this  issue  had  taken 
place. 

Throughout  our  investigatory  proceedings,  administration  witnesses  stead- 
fastly insisted  that  there  was  no  indication  of  either  Panamanian  or  Cuban  in- 
volvement in  the  Nicaraguan  conflict.  It  was  only  after  passage  of  the  legislation 
last  week  that  senior  administration  officials  confirmed  to  the  New  York  Times 
that  Cuban  treaty  military  involvement  in  support  of  the  Sandinistas  was  in- 
deed a  realty. 

What  is  the  relevance  of  all  this?  Simply  this:  That  while  the  vast  majority  of 
Americans  are  prepared  to  honor  our  solemn  treaty  commitments,  their  support 
is  contingent  upon  their  government's  capacity  to  tell  them  the  truth.  In  sum, 
we  need  not  double  talk  the  people  to  win  their  support. 

PURPOSE 

Mr.  Chairman,  the  purpose  of  H.R.  Ill  is  to  provide  the  framework  for  United 
States  operation  and  maintenance  of  the  Panama  Canal  under  the  Panama  Canal 
Treaty  of  1977  and  related  agreements.  This  legislation  which  we  have  given  the 
title  of  the  Panama  Canal  Defense  Act  of  1979  would  become  one  of  three  his- 
toric acts  governing  U.S.  operation  of  the  canal.  The  two  previous  acts  of  his- 
toric importance  have  been  the  Panama  Canal  Act  of  August  24,  1912,  which 
consolidated  in  one  government  agency  responsibility  for  the  maintenance  and 
operation  of  the  Panama  Canal  and  government  of  the  Canal  Zone,  and  the  act 
of  September  26,  1950,  which  divided  between  two  government  agencies  respon- 
sibility for  operation  of  the  canal  for  government  of  the  Canal  Zone. 

BACKGROUND 

Under  the  Panama  Canal  Act  of  August  24,  1912,  the  Panama  Canal  was  main- 
tained and  operated  for  nearly  forty  years  by  a  government  agency,  called  simply 
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"The  Panama  Canal",  which  was  directly  responsible  to  the  president.  This 
agency,  which  was  subject  to  direct  supervision  by  the  president,  was  charged 
with  not  only  the  maintenance  and  operation  of  the  canal  but  also  with  respon- 
sibility for  the  government  of  the  Canal  Zone.  The  agency  was  financed  by  appro- 
priations, and  tolls  for  use  of  the  canal  along  with  other  revenues  derived  from 
the  operation  were  paid  into  the  Treasury  as  miscellaneous  receipts. 

During  the  period  1904-1951  the  Panama  railroad,  originally  a  private  corpo- 
ration organized  under  the  laws  of  the  State  of  New  York,  was  used  by  the  United 
States  as  an  adjunct  to  the  Isthmian  Canal  Commission  and  the  agency  called 
the  Panama  Canal  in  the  Construction  and  Operation  of  the  Canal.  As  its  name 
indicated,  the  primary  activity  of  the  Panama  Railroad  Company  at  the  time 
of  its  acquisition  by  the  United  States  was  the  operation  of  a  railroad  as  a  com- 
mon carrier  across  the  Isthmus  of  Panama.  The  company  engaged  in  numerous 
other  commercial  activities,  however,  which  were  expanded  after  acquisition  of 
the  company  by  the  United  States. 

The  scope  of  tlie  many  activities  of  the  railroad  company  was  somewhat  re- 
stricted by  the  1936  and  1955  treaties  with  the  Republic  of  Panama,  but,  in  gen- 
eral, the  function  of  the  Panama  Railroad  Company  was  to  engage  in  transac- 
tions of  a  commercial  nature,  normally  provided  by  private  enterprise  for  the 
general  public  as  well  as  government  agencies  and  i>ersonnel  in  the  Canal  Zone. 

In  1948,  the  Panama  Railroad  Company  was  recognized  as  a  wholly-owned 
government  corporation  under  the  Government  Corporation  Control  Act.  Con- 
gress enacted  a  new  charter  for  the  corporation  (commonly  referred  to  as  the 
Panama  Railroad  Company  Act)  and  the  New  York  Corporation  was  dissolved. 

Prominent  among  the  powers  granted  to  the  company  were  those  to  sue  and  be 
sued,  to  acquire  and  dispose  of  property,  and  to  determine  the  character  of  and 
necessity  for  its  expenditures  and  obligations  and  the  manner  in  which  they  were 
to  be  incurred,  allowed  and  paid.  Under  the  government  corporation  control  act 
the  transactions  of  the  company  were  subject  to  audit  by  the  General  Accounting 
Office,  but  the  authority  of  the  Comptroller  General  over  the  accounts  of  the 
company  was  limited  to  reporting  the  audit  findings  to  the  Congress.  On  the  basis 
of  an  annual  budget  program  submitted  through  the  Office  of  Management  and 
Budget,  Congress  made  the  funds  of  the  company  available  for  expenditure  in 
annual  appropriation  acts,  but  the  company's  expenditures  for  either  operating 
expenses  or  capital  improvements  were  not  limited  to  the  dollar  amounts  shown 
in  the  budget  program. 

In  1950,  the  anticipation  of  a  proposed  increase  in  rates  of  tolls  of  aproximately 
10  percent  (from  $.90  to  $1.00  per  ton),  responsibility  for  operation  of  the  Pan- 
ama Canal  was  transferred  to  the  Panama  Railroad  Company,  renamed  the  Pan- 
ama Canal  Company.  The  agency  formerly  known  as  the  Panama  Canal  was 
renamed  the  Canal  Zone  government  and  continued  in  existence  in  noncorporate 
form  for  the  performance  of  duties  associated  with  the  government  of  the  Canal 
Zone. 

The  1950  legislation  generally  left  intact  the  powers  of  the  railroad  corpora- 
tion, and  contemplated  the  merger  of  the  canal  operation  and  certain  other  busi- 
ness-type activities  of  the  Panama  Canal  Agency  into  the  other  activities  of  the 
company,  ail  subject  to  the  same  fiscal  provisions  that  had  been  applicable  to  the 
commercial  activities  of  the  railroad  company. 

The  1950  legislation  gave  the  company  power  to  establish  tolls  for  use  of  the 
canal,  subject  to  approval  by  the  President.  Based  on  a  formula  designed  to  re- 
capture either  from  tolls  or  other  revenues  all  costs  of  operation  of  the  canal  and 
related  facilities  as  deetrmined  in  accordance  with  the  other  provisions  of  the 
company's  charter. 

This  history  shows  us  the  organizations  that  operate  the  Panama  Canal  and 
govern  the  Canal  Zone  today — the  Panama  Canal  Company,  the  U.S.  Government 
Corporation  that  runs  the  Panama  Canal,  and  the  Canal  Zone  Government,  an 
independent  agency  of  the  United  States  Government  which  is  responsible  for 
the  Government  of  the  Canal  Zone  and  its  administration. 

NECESSITY  FOR  LEGISLATION 

Mr.  Chairman,  the  question  probably  occurred  to  many  Members  of  the  House 
as  to  why  legislation  is  necessary  at  all  in  connection  with  the  new  Panama  Canal 
treaty.  Why  should  not  the  President  and  the  Senate  take  the  responsibility  for 
executing  these  unpopular  agreements  especially  in  view  of  what  many  House 
Members  considered  the  cavalier  disregard  of  the  constitutional  role  of  the  House 
in  the  disposition  of  the  property  of  the  United  States  on  the  Isthmus  of  Panama. 
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The  necessity  for  this  legislation  arises  from  the  simple  legal  principle  that 
under  the  Coiistitutiou  many  of  the  provisions  of  the  treaty  are  not  and  cannot 
be  self-executing,  that  is,  those  which  expressly  depend  on  legislation  and  those 
which  involve  subjects  that  are  connuitted  exclusively  to  the  legislative  power 
of  the  Congress. 

Without  the  enactment  of  legislation  by  the  Congress,  certain  portions  of  the 
Panama  Canal  treaty  not  dependent  upon  legislation  may  become  effective  and 
the  law  of  the  land,  v.-hile  execution  of  other  poritions  Aiill  certainly  be  impossible. 
The  complexity  of  the  an-angements  agreed  to  with  Panama  are  so  interdepend- 
ent, however,  that  failure  to  provide  legislation  to  execute  United  States  rights 
and  responsibilities  in  treaty  areas  that  are  not  self-executing  may  be  detrimental 
to  all  United  States  areas  of  involvement. 

To  be  more  specilic,  Mr.  Chairman,  without  the  enactment  of  this  legislation  by 
October  1,  1979,  the  new  treaty  would  go  into  effect  as  scheduled  but  (1)  there 
would  be  no  agency  established  to  continue  to  operate  the  Canal :  (2)  there  would 
be  no  authority  to  employ  or  pay  the  personnel  necessary  to  keep  the  Canal  in 
<>r>^ration ;  (3)  there  would  be  no  authority  to  pay  the  three  thousand  employees 
"Who  will  be  transferred  to  the  Department  of  Defense  to  operate  schools,  hospi- 
tals and  other  activities  which  the  Panama  Canal  Commission  may  not  operate 
under  the  treaty;  (4)  there  would  be  no  constitutional  authority  to  transfer  to 
Panama  the  proi^erty  which  the  United  States  has  agreed  to  transfer;  and  (5) 
there  would  be  no  authority  for  appropriation  of  funds  required  for  operation  of 
the  Canal  even  though  such  funds  would  be  fully  reimbursed  to  the  Treasury 
from  revenues  derived  from  the  operation. 

The  number  of  important  aspects  of  the  Canal  operation  dependent  upon  legis- 
lation is  the  result  of  the  manner  in  which  the  Panama  Canal  Treaty  was  written. 

The  Panama  Canal  Treaty  and  related  agreements  provide  extensive  latitude 
to  the  United  States  in  the  performance  of  its  responsibilities  under  the  treaty, 
largely  based  on  the  fact  that  article  III  of  the  treaty  provides  that  the  Panama 
Canal  Commission  is  to  be  an  agency  of  the  G-overnment  of  the  United  States 
established  by  and  in  accordance  with  the  laws  of  the  United  States.  The  desig- 
nation of  certain  officials  and  institutions  to  carry  out  responsibilities  contem- 
plated by  the  treaty,  the  determination  of  the  basis  for  and  amount  of  tolls  for 
use  of  the  Canal,  the  financial  management  of  this  valuable  asset,  and  the  dis- 
position of  United  State  property  all  have  been  left  by  the  treaty  to  the  Congress 
of  the  United  States. 

In  carrying  out  the  terms  of  an  international  treaty  agreement  for  purposes 
of  domestic  law,  the  United  States  Congress  has  often  claimed  a  right  to  inter- 
pret the  meaning  of  any  portion  of  the  treaty  which  depends  upon  legislation  for 
its  execution.  Because  of  the  ambiguities  in  the  Panama  Canal  Treaty,  the  Com- 
mittee on  Merchant  Marine  and  Fisheries  was  required  to  interpret  some  pro- 
visions of  the  treaty  in  writing  this  legislation.  In  developing  the  legislation,  the 
committee  was  guided  by  the  principle  that  the  requirements  of  the  treaty  must 
be  fulfilled.  In  the  committee's  assessment  of  treaty  provisions,  great  weight  was 
given  to  the  opinion  of  the  executive.  Moreover,  in  no  case  did  the  committee 
depart  from  the  plain  and  obvious  meaning  of  treaty  language,  as  for  example 
by  conditioning  unqualified  commitments  upon  the  payment  by  Panama  of  all 
treaty  costs. 

EFFECT   OF   TBEATT 

The  effect  of  the  1977  treaties  is  to  abrogate  the  existing  treaties  in  their  en- 
tirety and  provide  a  new  grant  of  authority  to  the  United  States  to  operate  the 
canal  and  maintain  military  bases  adjacent  to  the  canal  until  the  year  2000. 

The  treaty  provides  that  when  the  treaty  enters  into  force  the  two  agenci<>s 
of  the  United  States  now  connected  with  operation  of  the  can?l  will  cease  to 
operate  in  the  Republic  of  Panama  and  that  the  United  States  thereafter  will, 
'•in  accordance  with  the  terms  of  this  treaty  and  the  provisions  of  United  States 
law,  carry  out  its  responsibilities  by  means  of  a  United  States  Government 
agency  called  the  Panama  Canal  Commission,  which  shall  be  constituted  by 
and  in  conformity  with  the  laws  of  the  United  States  of  America." 

The  treaty  contains  very  few  additional  references  to  the  commission  other 
than  provisions  defining  the  types  of  activities  that  may  be  carried  on  by  the 
commission;  that  Ihe  commission  shall  ))e  "supervised"  by  a  board  composed 
of  nine  members,  five  of  whom  shall  be  nationals  of  the  United  States  and  four 
of  whom  shall  be  Panamanian  nationals  proposed  by  the  Republic  of  Panama 
for  appointment  to  such  positions  by  the  United  States ;  that  the  United  States' 
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will  employ  a  national  of  the  United  States  as  administrator  and  a  Panamanian 
national  as  deputy  administrator  through.  December  31,  1980,  and  that  thereafter 
the  nationality  of  the  incumbents  of  the  two  positions  is  to  be  reversed ;  and  that 
the  Republic  "of  Panama  shall  receive  certain  stipulated  payments  from  the 
commission. 

In  other  respects  the  treaty  defines  the  rights  and  understandings  described 
in  the  treaty  as  those  of  the  United  States  Government  and  the  Republic  of 
Panama.  On  the  part  of  the  United  States  such  rights  include  the  rights  to 
establish,  modify,  collect  and  retain  tolls  for  the  use  of  the  canal  and  other 
charges ;  to  regulate  relations  with  employees  of  the  U.S.  Government ;  to  pro- 
vide supporting  services  to  facilitate  the  performance  of  its  responsibilities;  and 
to  issue  and  enforce  regulations  for  the  effective  exercise  of  its  rights  and 
responsibilities. 

The  Panama  Canal  treaty  provides  that  both  the  United  States  and  Panama 
commit  themselves  to  protect  and  defend  the  canal  but  that  the  United  States 
shall  have  "primary  responsibility"  in  that  regard.  Understanding  number  (2) 
adopted  by  the  Senate  provides  that  nothing  in  the  provisions  of  the  treaty 
relating  to  protection  and  defense  of  the  canal  may  be  construed  to  limit  the 
provisions  of  the  treaty  that  each  party  shall  act.  in  accordance  with  its  con- 
stitutional processes,  to  meet  danger  threatening  the  security  of  the  canal,  and 
that  the  United  States  shall  have  primary  responsibility  to  protect  and  defend 
the  canal  for  the  duration  of  the  treaty. 

Other  provisions  of  the  treaty  of  special  significance  are  those  relating  to 
conditions  of  employment  to  be  established  by  the  United  States  and  providing 
for  action  by  the  United  States  and  Panama  to  protect  or  grant  special  benefits 
for  employees  whose  employment  will  be  affected  by  the  changes  resulting  from 
the  treaty.  Provision  is  also  made  for  a  30-month  period  during  which  the  juris- 
dictional rights  formerly  exercised  by  the  U.S.  under  the  present  treaties  are 
phased  out. 

Finally,  the  treaty  provides  for  transfer  to  Panama  of  certain  land  and  other 
property  on  the  date  the  treaty  goes  into  effect  and  thereafter,  culminating  in  the 
transfer  of  the  waterway  and  all  remaining  property  of  the  United  States  in 
the  area  when  the  treaty  terminates  on  December  31. 1999. 

The  treaty  will  enter  into  force  on  October  1.  1979,  on  which  date  the  rights 
of  the  United  States  to  operate  the  canal  and  govern  the  Cannl  Zone  under 
the  1903,  1936  and  1955  treaties  with  Panama  will  end,  and  the  U.S.  Government 
agencies  now  performing  those  functions  will  be  required  to  discontinue  their 
operations  in  Panama. 

WORK    OF  THE   COMMITTEE 

The  committee  on  Merchant  Marine  and  Fisheries  brought  to  this  legislation 
the  same  kind  of  attention  and  resolve  which  earlier  Congresses  spent  on  the 
olher  pieces  of  historic  legislation  for  the  canal. 

As  soon  as  agreement  in  principle  on  the  outline  of  the  treaties  was  announced 
by  the  executive  branch,  difficult  problems  were  forpspon  in  the  formulation  of 
legislation  to  provide  for  operation  of  the  canal  within  the  framework  of  the 
terms  of  the  agreement.  These  problems  were  multiplied  when  the  actual  terms 
of  the  treaties  were  released  by  the  Department  of  State,  and  in  addition  the 
provisions  of  the  Panama  Canal  Treaty  appeared  to  encroach  on  the  constitution- 
al powers  of  Congress  to  dispose  of  property  of  the  United  States  and  to  make 
appropriations.  These  problems  were  explored  at  length  at  hearings  held  by  the 
Panama  Canal  Subcommittee  of  the  Committee  on  Merchant  Marine  and  Fi>5h- 
eries  in  the  95th  Congress  as  well  as  by  the  Senate  Committees  on  Foreign  Re- 
lations and  on  the  Judiciary  in  the  course  of  consideration  of  the  treaties  in  the 
Senate. 

So  a  great  deal  of  background  work  had  been  done  by  the  Committee  on  Mer- 
chant Marine  and  Fisheries  and  other  committees  of  the  House  before  any  par- 
ticular legislation  was  drawn. 

I  introduced  H.R.  Ill  on  the  first  day  of  this  9fith  Congress.  The  chief  drafting 
architect  of  H.R.  Ill  was  Mr.  W.  Merrill  Whitman,  a  special  consultant  to  the 
committee  and  formerly  the  Secretary  of  the  Panama  Canal  Companv.  Mr.  Whit- 
man's many  years  of  experience  and  iinparalled  knowledge  of  Canal  matters  has 
made  his  counsel  to  the  Committee  invaluable  throughout  consideration  of  H.R. 
111.  He  has  given  of  himself  without  reserve.  The  legislation  before  the  House 
today  is  testimony  to  him. 
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Hearings  were  promptly  held  early  in  the  96th  Congress  by  the  Panama  Canal 
Subcommittee  on  H.R.  Ill  and  on  the  draft  bill  to  implement  the  treaties  pre- 
pared by  the  executive  branch  (introduced  on  January  31,  1979  as  H.R.  1716)  as 
well  as  on  other  bills  introduced  in  this  Congress  relating  to  the  implementation 
of  the  treaties,  after  which  the  legislation  was  considered  in  detail  by  the  sub- 
committee on  Panama  Canal  and  the  Committee.  To  explore  the  unique  circum- 
stances related  to  the  provisions  of  the  legislation,  the  subcommittee  held  nine 
days  of  hearings  with  some  74  witnesses  including  the  testimony  of  members  of 
Congress,  10  executive  branch  agencies,  the  Smithsonian  Institution,  the  Gen- 
eral Accounting  Office,  numerous  Canal  Zone  civic  and  employee  organizations, 
legal  experts,   environmentalists,   and  interested  public  citizens. 

In  addition  to  extensive  hearings  in  Washington,  D.C.,  A  delegation  of  sub- 
committee and  committee  members  visited  the  Canal  Zone  and  Panama  for  the 
purpose  of  holding  hearings  and  conferring  with  U.S.  executive  branch  and 
Panamanian  officials  on  February  23rd  and  24th. 

This  visit  was  most  productive  but  as  a  result  of  problems  of  treaty  inter- 
pretation with  the  Government  of  Panama,  a  second  delegation  of  committee 
members  in  the  form  of  a  task  force  was  sent  by  the  committee  to  the  Canal  Zone 
and  Panama  for  a  visit  from  March  22nd  to  25th.  This  delegation  was  able  to 
achieve  substantial  clarification  of  treaty  interpretations  with  respect  to  the 
contingent  payment  under  article  XIII  4(c)  of  the  Panama  Canal  Treaty,  move- 
able property  related  to  the  canal,  and  Panamanian  rules  for  taxation  of  busi- 
nesses and  individuals  in  the  Canal  Zone, 

The  analysis  of  the  legislation  was  also  aided  by  subcommittee  and  com- 
mittee direction  of  studies  on  the  financial  potential  of  the  Panama  Canal  Com- 
mission, the  impact  on  the  environment  resulting  from  changes  under  the  new 
treaty  arrangement,  the  effect  of  the  treaties  on  the  references  to  the  Canal 
Zone  and  other  Canal-related  terms  in  the  laws  of  the  United  States,  and  the 
meaning  of  Panamanian  law  for  the  areas  of  canal  operation  over  which 
Panama  will  exercise  sovereignty  as  of  October  1, 1979. 

After  the  extensive  hearings  and  the  thorough  examination  given  to  the  legis- 
lation by  the  Panama  Canal  Subcommittee,  the  subcommittee  reported  this 
legislation  on  March  29th.  The  committee  ordered  reported  the  legislation  on 
April  3rd,  by  a  vote  of  21  to  17  with  two  Members  voting  present.  The  major 
challenge  to  the  text  of  H.R.  Ill  as  reported  to  the  House  was  a  substitute 
amendment  offered  by  the  gentleman  from  New  York,  Mr.  Carney,  to  incorporate 
the  provisions  of  H.R.  1958,  introduced  by  the  gentleman  from  Idaho,  Mr.  Han- 
sen. H.R.  1958  was  the  subject  of  subcommittee  hearings  along  with  H.R.  Ill 
and  the  administration's  proposal,  H.R.  1716.  H.R.  1958  was  also  subject  to 
being  considered  in  committee  markup  and  indeed  was  considered  in  the  form 
of  a  substitute  amendment.  Thus,  I  want  to  make  it  clear  that  the  legislation 
of  the  gentleman  from  Idaho  was  given  every  consideration  and  in  fact  a  number 
of  the  concepts  in  H.R.  1958  are  incorporated  in  H.R.  111. 

Before  discussing  the  substantive  provisions  of  H.R.  Ill,  I  want  to  commend 
certain  Members  of  the  committee  and  the  Panama  Subcommittee  who  deserve 
the  commendation  of  all  Members  for  their  imflagging  attendance  at  subcom- 
mittee hearings,  their  enthusiastic  examination  of  witness'es,  and  their  close 
attention  to  and  analysis  of  the  varied  and  complex  issues  in  the  legislation.  In 
particular  I  am  making  reference  to  the  gentleman  from  Kentucky,  the  Honor- 
able Subcommittee  Chairman,  Mr.  Hubbard ;  the  gentleman  from  Mississippi 
and  ranking  majority  Member  of  the  Panama  Canal  Subcommittee,  Mr.  Bowen ; 
the  gentleman  from  Michigan,  Mr.  Bonior ;  the  gentleman  from  Washington,  Jlr. 
Lowry ;  the  gentleman  from  Maryland  and  ranking  Minority  Member  of  the 
Panama  Canal  Subcommittee,  Mr.  Bauman ;  the  Gentleman  from  Louisiana, 
Mr.  Treen ;  and  the  gentleman  from  New  York.  Mr.  Carney. 

I  have  provided  this  background.  Mr.  Chairman,  so  that  all  members  of  this 
body  may  know  and  understand  the  work  that  has  been  part  of  this  landmark 
legislation  which  we  expect  to  be  the  legislative  framework  for  the  canal  for 
the  next  20  years. 

FORM   OF  AGENCY 

Mr.  Chairman,  the  Committee  on  Merchant  Marine  and  Fisheries,  having 
ilooked  at  the  requirements  and  the  history  of  the  new  treaty  arrangement  with 
Panama,  the  present  and  prospective  needs  of  the  Panama  Canal  operation,  and 
the  past  legislative  history  and  the  laws  governing  the  canal,  reported  H.R.  Ill 
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with  the  overall  objective  of  providing  a  sound  plan  for  continued  operation  of 
the  canal  with  maximum  control  by  the  Congress,  especially  in  respect  to  the 
protection  and  financial  management  of  the  canal.  This  is  accomplished  by  the 
principal  features  of  H.R.  Ill,  which  are  : 

1.  The  provision  for  operation  of  the  canal  by  a  noncorporate  agency  instead 
of  continuing  the  Panama  Canal  Company  under  another  name,  as  was  sug- 
gested by  the  administration ; 

2.  The  return  to  the  requirement  that  revenues  of  the  canal  be  paid  into  the 
treasury  and  that  expenditures  be  made  pursuant  to  authorization  and  appro- 

Ijriations ; 

3.  The  centralization  of  administrative  authority  and  responsibility  in  the 
Secretary  of  Defense ;  and 

4.  Provision  for  presidential  appointment  and  Senate  confirmation  of  the  key 
officials  of  the  agency  and  members  of  the  various  policymaking  bodies  provided 
for  by  the  Treaty,  such  as  the  U.S.  Nationals  on  the  Supervisory  Board,  and  the 
Administrator  of  the  Panama  Canal  Commission. 

Under  the  bill,  coordination  between  the  operation  and  the  protection  of  the 
Canal  is  achieved  by  providing  for  operation  of  the  Canal  under  the  direction  of 
the  Secretary  of  Defense  and  existing  provisions  of  law  authorizing  a  greater 
degree  of  military  control  in  time  of  war  or  when  war  is  imminent  are  continued 

by  the  bill. 

The  question  has  been  raised  as  to  whether  the  designation  of  the  Secretary 
of  Defense  to  direct  the  Panama  Canal  Commission  is  appropriate  and  is  in  ac- 
cordance with  the  treaty  arrangement  intended  to  be  implemented  by  this  leg- 
islation. On  both  points  I  believe  the  legislation  is  proper. 

The  present  law  now  provides  that  the  interests  of  the  United  States  as  owner 
of  the  corporate  agency  operating  the  Canal  shall  be  represented  by  the  Presi- 
dent of  the  United  States  or  such  officer  as  he  may  designate,  called  the  "stock- 
holder" (2  Canal  Zone  Code  62) . 

Under  that  provision,  the  President  has  in  the  past  designated  the  Secretary 
of  the  Army  as  stockholder  (35  CFR  3.2)  but  as  a  practical  matter  the  Secretary 
of  the  Army  has  exercised  that  delegated  authority  subject  to  the  direction  of 
the  Secretary  of  Defense.  Section  101  continues  this  arrangement  by  placing 
the  responsibility  for  executive  oversight  of  Canal  Operations  in  the  Secretary 
of  Defense  who  may,  if  he  so  desires,  delegate  the  responsibility  in  whole  or  in 
part  to  the  Secretary  of  the  Army. 

Although  it  is  not  contemplated  that  the  provisions  of  this  section  will  make 
the  Panama  Canal  Commission  a  part  of  the  Department  of  Defense,  it  is  con- 
sidered that  consolidation  of  oversight  responsibility  in  the  Secretary  of  Defense 
is  particularly  appropriate  in  view  of  the  relationship  of  that  responsibility  to 
the  related  duties  of  the  Secretary  of  Defense  in  respect  to  the  protection  and 
defense  of  the  Canal  under  the  provisions  of  the  1977  treaties. 

Moreover,  Mr.  Chairman,  the  role  envisaged  for  the  Secretary  of  Defense  does 
not  do  violence  to  the  treaty  arrangement  because  this  stipulation  involves  simply 
the  positioning  of  the  Panama  Canal  Commission  within  the  hierarchy  of  the 
Government  of  the  United  State?.  Article  III,  paragraph  3  of  the  Panama  Canal 
Treaty  states  that  the  Panama  Canal  Commission  shall  be  a  "United  States 
Government  agency  ....  which  shall  be  constituted  by  and  in  conformity  with 
the  laws  of  the  United  States  of  America."  In  brief,  the  Canal  Commission  is  to  be 
a  U.S.  agency,  not  a  Panamanian  agency  or  an  international  organization.  But 
even  though  in  this  legislation  we  establish  a  U.S.  agency,  the  report  of  the 
Committee  makes  clear  that  such  direction  of  the  Secretary  does  not  extend 
to  the  voting  of  the  four  Panamanian  members  on  the  Supervisory  Board. 

With  respect  to  the  board.  I  would  like  to  emphasize  that  the  presence  of 
four  Panamanian  nntionals  on  the  board  established  to  supervise  the  Panama 
Canal  Commission  did  not  cause  the  committee  to  change  the  high  standards 
of  conduct  required  for  all  officials  of  the  executive  branch  who  exercise 
authority  pursuant  to  the  laws  of  the  United  States.  Section  110  of  H.R.  Ill 
assigns  to  all  officers  and  employees  of  the  Panama  Canal  Commission  the  obliga- 
tion of  observing  ethical  standards  equivalent  to  those  that  now  apply  to  other 
Federal  officers  and  employees.  In  this  sense  the  system  will  be  similar  to  the 
competitive  service  system  of  the  present  canal  organization,  which  is  not  the 
U.S.  Civil  Service  system  but  a  canal  zone  merit  system  parallel  to  Civil  Service. 
Moreover,  in  section  110  provision  is  made  for  an  executive  agreement  with 
Panama  for  enforcement  of  the  code  of  conduct  mutually  agreed  upon  by  the 
board  within  60  days  after  its  appointment. 
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In  going  beyond  the  board  to  the  various  executives  of  the  commission,  H.R. 
Ill  provides  for  appointment  by  the  President  of  the  members  of  the  board  in 
section  102  as  well  as  the  administrator  in  section  103.  and  the  deputy  adminis- 
trator and  chief  engineer  in  secti<^n  104,  all  of  whom  serve  at  the  pleasure  of 
the  President.  The  appointments  of  the  members  of  the  board  who  are  nationals 
of  the  United  States  and  of  the  administrator  are  required  to  be  confirmed  by 
the  Senate. 

Three  of  the  five  board  members  are  required  to  be  appointed  from  the  private 
sector.  Members  from  the  private  sector  have  been  required  because  representa- 
tives who  are  experienced  in  maritime,  port,  and  labor  sectors  are  inclined  to 
be  sensitive  to  two  key  aspects  of  canal  operation — the  financial  viability  of 
the  canal  and  the  economics  of  its  use,  and  secondly,  policies  which  promote  a 
stable  workforce. 

Experience  with  the  operations  of  the  Panama  Canal  Company  with  boards  of 
directors  selected  predominantly  from  (he  private  sector  and  other  boards  com- 
posed predominantly  of  government  officials  suggests  that  orientation  of  the 
members  of  the  board  to  private  business  and  professional  experience  is  prefer- 
able to  a  parochial  approach  resulting  from  identification  with  the  particular 
interests  of  one  or  another  department  of  the  government.  Private  members  are 
found  to  have  participated  more  fully  in  the  decisions  of  the  organization.  Co- 
ordination of  matters  of  government  policy  with  other  departments  and  agencies 
is  required  in  the  managenient  of  all  government  agencies,  and  the  means  for 
effecting  that  coordination  will  be  available  to  the  Panama  Canal  Commission 
through  established  channels  including  the  oversight  functions  of  the  Secretary 
of  Defense. 

The  structure  of  the  Panama  Canal  Commission  under  the  Seci*etary  of  Defense 
or  his  designee  is  crucial  to  the  integration  of  the  operation  and  defense  of  the 
Panama  Canal.  Section  108  of  H.R.  Ill  is  also  crucial  in  this  respect  in  author- 
izing the  President  to  order  a  military  officer  of  the  armed  forces  of  the  United 
States  to  assume  exclusive  authority  over  the  operation  of  the  canal  in  time  of 
war  or  when,  in  the  opinion  of  the  President,  war  is  imminent. 

Nothing  in  the  1977  treaty  affects  the  power  of  the  United  States  to  pj-ovide  for 
control  of  the  operation  of  the  canal  by  the  armed  forces  in  time  of  war  or  in 
time  of  peace.  The  treaty  provides  for  operation  of  the  canal  though  an  agency 
of  the  United  States  established  by  and  in  conformity  with  the  laws  of  the  United 
.States.  Provisions  of  the  treaty  for  protection  of  the  canal  by  United  States  and 
Panama  in  no  way  restrict  the  authority  of  the  United  States  to  enact  laws  pro- 
viding for  operation  of  the  canal  with  appropriate  consideration  of  the  circum- 
stances affecting  that  operation  in  time  of  war  or  when  war  is  imminent. 

APPKOPBIATIONS 

The  provision  of  H.R.  Ill  requiring  that  the  Panama  Canal  Commission  be  a 
noncorporate  agency  of  the  U.S.  Government  has  significant  ramifications  in 
maintaining  prospective  congressional  control  of  canal  finances. 

Under  H.R.  Ill,  section  234,  the  Commission  is  required  to  establish  accounts 
in  accordance  with  the  Accounting  and  Auditing  Act  of  1950,  which  is  applicable 
to  Government  agencies  generally,  and  the  additional  provisions  incorporated  in 
the  bill.  Such  accounts  are  required  to  show  all  revenues  and  expenditures  of 
the  Commission  and  costs  of  operation  of  the  canal,  including  interest  on  the 
investment  of  the  United  States  in  the  canal.  While  establishing  this  obligation- 
type  accounting,  the  enterprise  type  of  accounting  needed  for  the  accurate  deter- 
mination of  charges  for  toll  rates  is  not  extinguished.  But  the  appropriated  fund 
concept  does  make  possible  the  elimination  of  several  fiscal  provisions  that  now 
govern  and  were  specifically  constructed  for  the  Panama  Canal  Company. 

Under  the  structure  of  H.R.  Ill,  the  Congress  may  exercise  as  loose  or  as  tight 
a  control  on  canal  finances  as  is  deemed  necessary.  The  only  deviation  from 
direct  prospective  and  specific  control  by  the  Congress  will  be  in  the  ability  of 
the  Panama  Canal  Commission  to  withdraw  for  safe,  continuous,  and  efficient 
operation  of  the  canal,  sums  authorized  and  appropriated  to  the  Panama  Canal 
Emergency  Fund,  for  which  $40  million  is  authorized  for  fiscal  year  1980,  an 
amount  equivalent  to  the  present  borrowing  authority  of  the  Panama  Canal  Com- 
pany. The  purpose  of  the  emergency  fund  is  to  allow  for  rapid  action  in  the  case 
of  an  unusual  situation  confronting  the  canal  as  well  as  to  permit  management 
to  take  the  most  economic  and  wise  actions  at  a  time  when  the  lack  of  other 
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appropriated  funds  would  cause  decisions  detrimental  to  the  safety,  continuity, 

or  efficiency  of  canal  operations.  .  .  »  ^t,     t^  „ 

Some  question  has  been  raised  as  to  whether  the  provisions  of  the  Panama 
Canal  Treaty  for  pavments  to  Panama  by  the  Commission  are  self-executing  and 
make  appropriations  for  that  purpose  unnecessary.  There  is  no  question  but  that 
the  appropriations  power  of  the  Congress  is  exclusive  and  that  no  treaty  may 
override  it.  The  present  administration  agrees  to  this  constitutional  principle, 

and  case  law  supports  it.  .    .  ,     .,       i-     i  ^  ^ 

Nothing  in  the  language  of  the  proposed  treaty  serves  to  take  the  stipulated 
payments  to  Panama  out  of  the  accepted  principle  that  a  treaty  providing  for  the 
payment  of  money  is  not  self-executing  but,  under  the  Constitution,  requires 
appropriations  by  the  Congress.  The  responsibilities  are  clearly  those  of  the 
United  States  as  a  partv  to  the  treaty  and  as  principal  of  the  agency  to  be  estab- 
lished under  United  States  law.  Presumably  it  would  not  be  seriously  contended 
that  the  effect  of  the  constitutional  provision  limiting  to  the  Congress  the  power 
to  make  appropriations  can  be  circumvented  by  the  device  of  providing  in  the 
treaty  that  a  payment  without  appropriations  is  to  be  made  by  a  named  trovern- 
ment  agency  instead  of  by  the  United  States.  ^    ^    ^  t 

On  the  subject  of  the  appropriations  power  and  the  payments  to  Panama,  1 
should  comment  upon  the  contingent  payment  of  up  to  $10  million  per  year  under 
article  XIII  4(c)  of  the  Panama  Canal  Treaty. 

The  requirement  that  costs  of  implementation  of  the  treaty  be  paid  prior  to  the 
payment  of  the  contingent  amount  is  in  the  nature  of  a  definition  by  Congress 
giving  content  and  meaning  to  the  otherwise  ambiguous  language  of  article  XIII 
4(c).  The  only  stipulations  placed  upon  the  noncontingent  payments  to  Panama 
under  the  other  provisions  of  paragraph  4  of  article  XIII  relate  to  obligations 
assumed  by  Panama  in  the  new  canal  treaty  arrangement  and  if  Panama  fails 
to  comply  with  these  stipulations  the  United  States  is  fully  justified  in  taking  a 
comparable  sort  of  action  with  respect  to  its  treaty  obligations. 

PROPERTY    TRANSFER 

The  financial  and  accounting  provisions  of  H.R.  Ill  clearly  recognize  and  take 
into  account  the  constitutional  power  of  Congress  to  appropriate  monies  under 
article  I,  section  9,  clause  7.  In  a  similar  vein  the  chapter  in  H.R.  Ill  providing 
for  the  disposition  of  public  property  in  the  Canal  Zone  is  based  on  the  constitu- 
tional power  by  Congress  under  article  IV,  section  3,  clause  2  of  the  constitution, 
which  reads : 

"The  Congress  shall  have  power  to  dispose  of  and  make  all  needful  rules  and 
regulations  respecting  the  territory  or  other  property  belonging  to  the  United 
States;  .  .  ." 

The  meaning  and  effect  of  this  provision  of  the  constitution  was  the  subject  of 
extensive  discussion  and  debate  during  the  consideration  by  the  Senate  of  the 
1977  treaties. 

Committees  in  both  the  House  and  the  Senate  devoted  considerable  attention 
to  the  issue.  In  the  95th  Congress  a  majority  of  Members  of  the  House  co-spon- 
sored resolutions  afl3rming  that  U.S.  property  in  the  Canal  Zone  may  be  trans- 
fen-ed  to  Panama  only  through  legislation  enacted  by  the  Congress.  The  Senate 
devoted  a  considerable  portion  of  the  treaty  debate  to  this  issue  before  rejecting 
the  Hatch  amendment  on  April  5,  1978.  The  Panama  Canal  Subcommittee  of  the 
Committee  on  Merchant  Marine  and  Fisheries  unanimously  endorsed  a  report 
concluding  "any  attempt  to  transfer  U.S.  interest  in  the  Canal  Zone  without  con- 
gressional authorization,  must  be  considered  as  being  beyond  the  scope  of  the 
treaty  power,  and  therefore  unlawful."  In  a  suit  brought  by  over  60  members  of 
this  body  contesting  the  concept  that  the  treaty  provisions  for  transfer  of  property 
are  self-executing,  the  district  court  for  the  District  of  Columbia  dismissed  the 
suit  and  on  appeal  the  decision  was  affirmed  by  a  closely  divided  court  of  appeals. 
The  Supreme  Court  did  not  grant  a  writ  of  certiorari  to  review  that  decision  but 
of  course,  that  action  does  not  import  approval  of  the  decision.  ' 

Mr.  Chairman,  notwithstanding  the  attitude  of  other  branches  toward  the 
j^owers  of  the  House,  the  property  transfer  provisions  of  H.R.  Ill  for  considera- 
tion fulfill  the  trustee  role  of  the  House  in  guarding  its  most  important  powers 
while  at  the  same  time  the  provisions  do  not  violate  the  new  treaty  agreements 
with  Panama. 
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There  does  not  appear  to  be  serious  dispute  over  whether  the  United  States 
does  possess  in  the  Canal  Zone  "property  or  territory"  whicli  falls  within  the 
ambit  of  Article  IV,  Section  3.  Clause  2  of  the  U.S.  Constitution.  The  holdings  of 
the  United  States  in  the  Canal  Zone  are  extensive.  The  property  interests  of  the 
United  States  in  the  Canal  Zone  include  647  square  miles  of  land  and  land  under 
water  and  improvements  acquired  at  a  total  cost  of  $1.6  billion,  of  which  about 
$171  million  represents  the  cost  of  the  real  property  and  about  1.4  billion  repre- 
sents improvements. 

The  property  rights  of  the  United  States  in  property  used  in  operation  of  the 
canal  have  been  exercised  through  the  Panama  Canal  Company  and  by  and  large 
the  property  has  been  treated  as  if  it  were  the  separate  property  of  the  company. 
Property  administered  by  the  non-corporate  agency,  the  Panama  Canal,  later 
renamed  Canal  Zone  Government,  has,  on  the  other  hand,  always  been  treated 
as  property  of  the  United  States.  Section  371  of  H.R.  Ill  erases  the  distinction 
between  the  United  States  and  the  agency  operating  the  canal,  expressly  provid- 
ing that  the  property  and  other  assets  of  the  Panama  Canal  Company  shall  revert 
to  the  United  States.  Thus,  it  is  considered  that  the  Congress  would  l)e  al)le  to 
prevent  any  piecemeal  erosion  of  the  U.S.  ownership  of  eirher  the  canal  or  such 
facilities  as  are  now  owned  by  the  U.S.  agency  operating  the  canal  and  will 
continue  to  be  used  by  the  United  States  under  the  treaty. 

Section  373  of  H.R.  Ill  makes  it  very  clear  that  Article  IV,  Section  3,  Clause 
2  of  the  Constitution  is  the  controlling  provision  for  the  disposition  of  U.S. 
property  of  the  U.S.  in  Panama  may  be  transferred  except  pursuant  to  law  en- 
acted by  the  Congress.  The  only  property  for  which  transfer  authority  is  provided 
is  the  property  outlined  in  Section  374  of  the  bill.  This  is  the  property  scheduled 
to  be  transferred  to  Panama  upon  the  entry  into  force  of  the  Panama  Canal 
Treaty  on  October  1,  and  includes  : 

1.  The  ports  of  Balboa  and  Cristobal  and  their  facilities  ; 

2.  The  Panama  Railroad  and  facilities ; 

3.  Part  of  Fort  Amador  ; 

4.  The  islands  of  Naos,  Culebra,  Perico  and  Flamenco  ; 

5.  Ancon  Hill ; 

6.  Albrook  Airport  and  facilities  ; 

7.  Fuel  deposits  under  the  Bridge  of  the  Americas  ; 

8.  Pedro  Miguel,  Paraiso  and  Rainbow  City  ; 

9.  Summit  Zoo  and  Gardens ; 

10.  Fort  San  Lorenzo  (Colon)  ; 

11.  Margarita  Island  (Colon)  ; 

12.  Coco  Solo  dock  facilities  ; 

13.  Mount  Hope  Cemetery  ; 

14.  France  Field  Landing  Strip ;  and 

15.  Balboa  and  Coco  Solito  Fire  Stations. 

Other  than  the  need  for  subsequent  Congressional  authorization,  the  only- 
other  condition  imposed  on  the  transfer  of  property  is  that  fire  stations  to  be 
conveyed  to  Panama  after  October  1  be  turned  over  only  when  the  firefighter 
force  of  the  Panama  Canal  Commission  has  been  reduced  by  attrition  to  the 
point  at  which  any  such  fire  station  can  no  longed  be  manned. 

The  property  transfer  provisions  of  H.R.  Ill  demonstrate  the  continued  exer- 
cise of  one  of  the  most  fundamental  powers  of  the  House  because,  whatever  posi- 
tion might  be  held  on  the  constitutional  theory  of  property  transfer,  the  provi- 
sions of  H.R.  Ill  would  be  controlling  over  treaty  provisions  to  transfer  property. 
Further,  the  provisions  continue  the  past  practice  concerning  the  disposal  of 
Panama  Canal  properties,  a  practice  which  demonstrates  complete  reliance  on 
Congress  for  authority  to  transfer  property  to  Panama. 

The  provisions  withhold  final  authority  for  transfer,  permitting  the  Congress 
to  make  a  decision  at  some  future  time  based  on  the  proper  exercise  of  treaty 
obligations  on  the  part  of  Panama  as  well  as  Panama's  respect  for  U.S.  rights. 

FINANCIAL  PROVISIONS 

The  financial  provisions  of  H.R.  Ill  were  drafted  with  the  objective  of  es- 
tablishing a  system  that  would  provide  a  level  of  control  by  the  Congress  re- 
lated to  the  particular  circumstances  surrounding  the  operation  of  the  canal, 
while  at  the  same  time  providing  for  recovery  of  all  costs  of  the  operation 
through  the  tolls  charges  for  use  of  the  canal,  and  charges  for  other  services. 

To  provide  financial  equity  for  users  of  the  canal,  section  234  of  H.R.  Ill  pro- 
vides for  an  accounting  system  that  will  allow  needed  management  flexibility 
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in  the  allocation  of  resources  and  at  the  same  time  prof Ide  a  standard  for  the 
users  to  determine  whether  costs  of  operation  are  being  properly  charged  to  them. 
It  is  important  to  realize  that  a  primary  reason  for  the  change  to  the  corporate 
form  in  1951  was  the  desire  for  users  to  know  what  were  considered  actual  costs 
of  operation  for  the  purposes  of  tolls— this  need  is  met  within  the  context  of 
H.R.  111. 

To  provide  financial  equity  for  the  Government  and  the  taxpayers  of  the 
United  States,  section  232  of  H.R.  Ill  provides  that  all  funds  to  be  spent  by 
the  Panama  Canal  Commission  must  be  specifically  authorized  and  appropriated 
by  the  Congress.  This  stipulation,  which  has  been  included  in  the  legislation  in 
recognition  of  the  fact  that  the  U.S.  Government  will  be  responsible  for  any 
liabilities  of  the  Commission,  including  those  resulting  from  any  unsound  finan- 
cial decisions  made  by  that  agency,  will  insure  a  closer  scrutiny  over  the  cash 
flow  of  the  Commission  and  the  use  of  funds  for  operational  as  well  as  adminis- 
trative items.  H.R.  Ill  also  provides  an  added  financial  safeguard  in  the  provision 
of  the  bill  limiting  appropriations  to  the  amount  of  canal  revenues  deposited  in 
the  Treasury. 

The  need  for  a  careful  tailoring  the  financial  provisions  of  H.R.  Ill  arises 
from  the  adverse  effect  of  the  Panama  Canal  Treaty  on  the  finances  of  the  canal. 
Payments  to  Panama  out  of  moneys  derived  from  charges  for  use  of  the  canal 
will  have  been  increased  well  over  a  hundred  times  from  their  present  level.  The 
loss  of  commercial  activities,  including  those  which  are  currently  the  most  profit- 
able, will  cause  further  pressures  on  tolls.  Moreover,  under  the  Panama  Canal 
Treaty  the  mini-economy  of  the  existing  Panama  Canal  enterprise,  which  allows 
an  interchange  of  goods  and  services  between  various  parts  of  the  enterprise, 
free  from  the  shortages,  monopoly  costs,  and  uneven  quality  of  some  Panamanian 
services,  will  be  broken  up  by  the  treaty  limitation  on  the  scope  of  activities  of 
the  Commission. 

The  present  formula  for  establishing  tolls  for  use  of  the  Panama  Canal  in  sec- 
tion 412  of  title  2  of  the  Canal  Zone  Code  requires  that  tolls  be  prescribed  to 
cover  all  costs  for  maintaining  and  operating  the  Panama  Canal,  together  with 
:lts  facilities  and  appurtenances,  including  interest,  depreciation,  and  an  appro- 
priate share  of  the  net  costs  of  the  Canal  Zone  Government.  The  new  formula  for 
the  calculation  of  tolls,  in  section  412  of  the  bill,  includes  all  of  the  present 
elements  of  cost  except  those  relating  to  the  Canal  Zone  Government,  which  will 
cease  to  exist  under  the  new  treaty  arrangement. 

One  new  element  added  to  the  formula  for  the  calculation  of  tolls  is  the  re- 
covery of  past  costs  not  previously  recovered  by  the  Commission.  The  inclusion 
of  this  element  is  designed  to  assure  recovery  of  all  costs  incurred  by  the  Com- 
mission over  the  life  of  the  treaty,  notwithstanding  a  shortfall  in  any  given  year. 

Another  element  added  to  the  tolls  formula  provides  for  the  payments  to  Pan- 
ama imder  paragraph  5  of  article  III  of  the  treaty,  the  so-called  public  service 
payment  to  Panama,  and  the  payments  under  paragraph  4(a)  and  4(b)  of  article 
XITI  of  the  treaty,  the  payments  based  on  tonnage  of  vessels  transiting  the  canal, 
and  the  ten  million  dollar  fixed  annuity,  respectively.  A  specific  provision  of  sec- 
tion 412(b)  states  that  the  contingent  payment  to  Panama,  under  article  XIII 
4(c),  shall  not  be  included  in  the  base  for  tolls.  The  committee  included  this  pro- 
vision in  order  to  forestall  a  needless  source  of  contention  within  the  Panama 
Canal  Commission,  to  insure  that  the  payment  actually  does  take  on  the  contin- 
gent character  envisioned  by  the  treaty,  and  to  demonstrate  to  canal  users  that 
it  is  clear  the  payment  is  not  considered  as  a  regular  cost  of  operation. 

A  significant  new  element  included  in  the  tolls  formula  under  H.R.  Ill  is  that 
of  capital  for  plant  replacement,  expansion,  and  improvements.  The  inclusion 
of  the  element  is  to  recognize  the  necessity  for  provision  of  new  capital  for  a  con- 
tinuous capital  program  to  assure  the  continued  operation  of  the  canal  over  the 
20  year  life  of  the  treaty.  The  revenues  derived  from  this  element  are  capital 
rather  than  operating  revenues.  Without  any  controls  this  capital  element  in  the 
tolls  formula  could  be  a  subsidy,  but  the  scrutiny  of  the  Congress  over  the  capital 
program  of  the  Commission  will  insure  that  frivolous  or  unwise  projects  are  not 
taken  up  by  the  Commission  and  the  costs  for  them  passed  on  to  the  user.  The 
accounting  process  is  an  important  tool  in  determining  how  new  capital  costs  as 
well  as  depreciation  of  assets  shall  affect  toll  charges.  Section  412(b)  and  section 
234  of  the  bill  are  related  sections  that  must  be  read  together.  Under  section  234 
the  accounting  principles  established  by  the  Comptroller  General  for  the  Com- 
mission's accounts  will  determine  the  effect  of  the  language  of  the  tolls  formula 
in  section  412(b). 
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The  question  has  been  raised  in  the  course  of  deliberations  on  H.R.  Ill  as  to 
whether  interest  on  the  investment  of  the  United  States  in  the  canal  organization 
is  a  proper  element  in  the  tolls  formula.  The  discontinuance  of  this  element  in  the 
tolls  formula,  as  provided  in  the  administration  draft  of  legislation,  would  have 
deprived  the  Treasury  of  some  .$400  million  over  the  next  twenty  years.  Testimony 
received  by  the  committee  in  the  hearings  on  the  bill  overvv'helmingly  supports  the 
view  that  interest  is  a  normal  cost  of  operation  that  should  be  recovered  from 
user  charges.  Furthermore  collection  of  interest  by  the  United  States  constitutes 
one  of  the  very  few  benefits  that  can  be  provided  to  U.S.  taxpayers  under  a  treaty 
arrangement  that  is  oriented  primarily  to  satisfaction  of  the  financial  goals  of 
Panama. 

Interest  on  the  cost  of  capital  in  the  canal  enterprise  has  been  considered  a 
cost  not  just  since  the  formation  of  the  present  corporate  organization  that 
operates  the  canal  but  rather  since  the  time  the  canal  was  completed  and  opened 
to  traffic.  Documentation  introduced  into  the  record  of  the  hearings  on  H.R.  Ill, 
shows  that  before  1950  canal  tolls  were  calculated  to  provide  a  return  of  interest 
at  three  percent  per  annum  upon  the  investment  of  the  United  States  in  the  canal 
enterprise  as  a  whole.  Provision  for  payment  of  interest  by  canal  users  recognized 
that  the  Panama  Canal  was  more  than  a  public  works  project  for  the  benefit  of 
the  United  States  but  that  the  benefits  were  also  enjoyed  by  the  interoceanic 
commerce  of  the  entire  world. 

The  initial  tolls  increase  under  the  H.R.  Ill  formula  will  be  around  33  percent. 
Such  a  tolls  increase  can  be  absorbed  by  canal  users  according  to  a  study  done 
for  the  committee  and  an  earlier  one  done  for  the  executive  branch.  According  to 
the  congressional  budget  office,  traffic  presently  transiting  the  canal  is  relatively 
Insensitive  to  toll  increases  in  the  2.5  to  40  percent  range.  According  to  the  In- 
ternational Research  Associates  study  done  for  the  Panama  Canal  Company  in 
1978,  a  40%  toll  increase  will  lose  8.S%  in  traffic  over  a  ten-year  period,  but  will 
garner  28%  more  in  canal  revenue,  a  Temple,  Barker  and  Sloan  study  done  for 
the  Congressional  Budget  Office  showed  that  a  40%  increase  in  1979  or  1980 
would  cause  a  loss  of  only  2.1%)  in  traffic  while  it  would  increase  revenues  37%. 

TREIATY   COSTS 

The  total  amount  of  the  added  costs  resulting  from  the  1977  treaty  has  never 
been  calculated  by  the  Department  of  State,  or  at  any  event,  never  fully  dis- 
closed. When  the  treaties  were  under  consideration  by  the  Senate,  it  was  stated 
by  high  officials  in  the  executive  branch  that  the  treaty  would  result  in  no  cost 
to  the  taxpayer.  On  other  occasions  it  was  stated  with  a  Slightly  greater  degree 
of  accuracy,  that  the  payments  to  Panama  required  by  the  treaty  would  be  made 
from  canal  revenues  and  would  not  be  paid  by  the  taxpayer.  This  latter  state- 
ment was  true  as  far  as  it  went ;  what  was  not  disclosed,  however,  was  that 
in  addition  to  the  payments  to  Panama  there  were  other  costs  to  the  United 
States  of  such  magnitude  that  they  can  never  be  met  from  revenues  gen- 
erated by  tthe  canal.  These  costs  were  in  the  first  place  totally  ignored,  then 
partially  identified,  then  disclosed  in  somewhat  fuller  detail,  but  still  on  an 
incomplete  basis. 

Mr.  Chairman,  in  the  process  of  drafting  and  considering  H.R.  Ill,  our  com- 
mittee ronsidered  that  it  is  essential  to  identify  as  completely  as  possilde  all  costs 
to  the  United  States  resulting  from  the  treaty  even  though  H.R.  Ill  does  not 
deal  with  the  costs  of  military  facilities.  To  that  end  of  identifying  all  cost? 
the  various  bits  and  pieces  of  cost  information  disclosed  by  the  executive  branch 
have  been  painstakingly  accumulated  and  pieced  together  to  provide  a  general, 
albeit  still  fragmentary  and  incomplete  picture  of  the  total  cost  of  the  treaty, 
that  estimate  reaches  a  total  of  over  .$4  biUJon  over  the  life  of  the  treaty,  as  de- 
scribed as  follows,  with  1979  dollars  in  thousands : 

1.  Panama  Canal 

2.  General 

3.  Payments  to  Panama $2,157,110 

4.  Relocation  of  faciliiies '    14.279 

5.  Transition    costs 1,455 

6.  Inventory  loss 2, 716 

7-  Loss  of  net   revenue   commercial   activities   transferred 

to    Panama 122.  060 

8.                Disinterment  and  reinterment ,3!  200 

9-                 Book  value  of  property  transferred 648,000 

10.                    Subtotal  general 1 2,  948,  820 
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11.  Employee  related 

12.  Early    retirement '. 314.000 

13.  Severance  pay 4,  (iUO 

14.  Commuted  leave  and  repatriation  of  separated  employees-  9,  2S4 

15.  Cost   of   living   allowance 154,  IGl 

16.  Elimination  of  tax  factor  in  pay  of  noncitizens 11.856 

17.  Transfer  of  funds  to  Panama  Social  Security 4,  000 

18.  Expanded  training  programs 7.  5G0 

19.  Rotation  of  employees 5, 000 

20.  Subtotal   employee   related 510,401 

21.  Subtotal   Panama   Canal 3,459,221 

22.  Department  of  Defense 

23.  Base  operations,  military  construction,  etc 757, 000 

24.  Retirement  non-appropriated  fund  employees 2,  000 

25.  Subtotal  Deimrtment  of  Defense 759, 000 

20.        Department  of  State 

27.  Consular  services 3, 700 

28.  Joint  committee  expenses 8,800 

29.  Foreign  military  sales  reserve 5,  000 

30.  Subtotal  Department  of  State 12,500 

31.  Battle  Monuments  Commission 900 

32,.         U.S.  Treasury 

33.  Loss  of  depreciation  Canal  Zone  Government  assets 54,  860 

34.  Total  costs 4,286,481 

SOURCE   NOTES 
Line 

1.  Panama  Canal  costs. 

2.  Payments  to  Panama,  $2,157,100,000   (net  of  cumulative  total  present  pay- 

ments). Based  on  annual  payment  at  current  traffic  levels  (30(i'Xl83.1 
P.C.  tons)  (1980  est.)  adjusted  after  5  years  and  biannually  thereafter 
for  increases  in  U.S.  wholesale  price  index  estimated  at  6%  per  year  plus 
two  payments  of  $10  million  each  in  each  year. 

4.  Relocation  of  facilities,  $14,279,000. 

Reprogramming  request  to  Appropriations  Committee  by  Panama  Canal 
Company  and  Canal  Zone  Government,  September  18,  1978.  The  1980  budget 
includes  relocation  costs  as  $5.3  million  in  1979  and  $1,278,000  in  1980. 

5.  Transition  Costs,  $1,455,000. 

Hearings,  Department  of  Commerce  and  Related  Agencies,  Appropriations 
fiscal  year  1980,  p.  797. 

6.  Inventory  loss,  $2,716,000. 
Id. 

7.  Loss  of  revenue,  commercial  activities  transferred  to  Panama,  $122,060,000. 

Hearings,  Panama  Canal  Subcommittee  "Panama  Canal  Treaty  Ramifica- 
tions, Part  1",  Serial  No.  95-20,  p.  83. 

8.  Disinterment  and  Reinterment  of  Remains,  $3,200,000. 

Letter  3/29/79,  Dept.  of  State  to  Panama  Canal  Subcommittee,  Annex  C. 

9.  Book  value  of  property  transferred,  $648,000,000. 

(Exclusive  of  military  installations  and  moveable  property).  Original  cost 
of  property  transferred  to  Panama  is  over  $1  billion  at  prices  in  effect  when 
property  was  acquired.  At  1977  prices  the  original  cost  is  calculated  by  the 
Panama  Canal  Company  at  $4,6  billion.  Replacement  value  has  been  esti- 
mated by  Department  of  Defense  at  $10  billion.  See  Hearings,  Committee 
on  Armed  Services,  U.S.  Senate,  95th  Congress.  2d  Session.  "Defense, 
Maintenance  and  Operation  of  the  Panama  Canal,  Including  Administra- 
tion and  Government  of  the  Canal  Zone",  pp.  307,  339. 

12.  Early  retirement,  $314,000,000. 

Report  to  Chairman,  Merchant  Marine  &  Fisheries  Committee,  House  of 
Representatives,  on  H.R.  Ill  and  H.R,  1716  by  Panama  Canal  Company 
and  Canal  Zone  Government  dated  3/28/79. 

13.  Severance  pay,  $4,600,000. 

Hearings,  Department  of  Transportation  and  Related  Agencies  Subcommittee 
of  Committee  on  Appropriations,  Hou^e  of  Representatives,  on  Department 
of  Transportation  and  Related  Agencies  Appropriations  for  1980,  p.  797. 

14.  Commuted  leave  and  repatriation  of  separated  employees,  $9,284,000. 
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Supplemental  Appropriation  Request  for  Canal  Zone  Gov't,  fiscal  year  1979 
published  in  Appendix  to  President's  Budget  for  fiscal  year  1980,  p.  1095, 
and  Justifications  in  support  of  supplemental ;  Table  attached  to  report  of 
Panama  Canal  Company  on  H.R.  Ill,  dated  March  28,  1979.  Estimates  do 
not  include  cost  of  commuted  leave  of  separated  employees  of  Panama 
Canal  Company  or  repatriation  cost  of  Company  employees  not  under  limi- 
tation. 

15.  Cost  of  living  allowance,  $154,161,000. 

Based  on  Panama  Canal  Company  estimate  of  cost  of  .$10,277,400  in  1985, 
extended  for  15  years  without  allowance  for  inflation.  See  Hearings, 
Panama  Canal  Subcommittee  on  H.R.  Ill  and  H.R.  1716. 

16.  Elimination  of  tax  factor  in  non-citizen  pay,  .$11,8.56,000. 

Based  on  estimate  by  Panama  Canal  Company  showing  initial  saving  of 
$610,000  in  first  year  of  operation  leveling  off  to  $591,000  in  second  and 
third  years.  Cf.  1975  estimate  by  General  Accounting  Office  of  net  saving 
of  $1,131,000  a  year  based  on  1973  force  and  pay.  Report  to  the  Subcom- 
mittee on  Panama  Canal,  Committee  on  Merchant  Marine  and  Fisheries, 
House  of  Representatives  May  28,  1975  (B114S39),  p.  17,  published  in 
Hearings  of  Panama  Canal  Subcommittee,  94th  Congress,  1st  Session, 
Serial  No.  94-8,  p.  33. 

17.  Transfer  of  funds  to  Panama  Social  Security,  $4,000,000. 

Memorandum  March  28,  1979,  Annex  B,  transmitted  with  letter  March  29, 
1979,  Department  of  State  to  Chairman,  Panama  Canal  Subcommittee. 

18.  Expanded  training  programs,  $7,500,000. 

Based  on  .Justification,  Panama  Canal  Commission  budget  program  for  fiscal 
year  1980,  p.  19. 

19.  Rotation  of  employees,  $5,000,000. 

Panama  Canal  Company.  See  Hearings.  Panama  Canal  Subcommittee,  Com- 
mittee on  Merchant  Marine  and  Fisheries,  House  of  Representatives,  95th 
Congress,  Serial  No.  95-20,  page  88. 

22.  DOD  Coss. 

Letter  March  29.  1989  Assistant  Secretary  of  State  for  Congressional  Rela- 
tions to  Chairman,  Panama  Canal  Subcommittee.  Committee  on  Merchant 
Marine  and  Fisheries,  enclosing  memorandum  dated  March  28,  1979  with 
Annexes  A-D. 

23.  Base  operations,  military  construction,  etc.,  $757,000,000. 
Letter  March  29,  1979,  mpra  note  22,  Annex  A. 

?A.  Retirement  non-appropriated  fund  employees,  $4,000,000. 

Id..  Annex  B. 
?.Q.  Department  of  State. 

See  Note  22. 
9.7,  Consular  services,  $3,700,000. 

Id.,  Annex  C. 

28.  Joint  Committee  expenses,  $3,800,000. 
Ibid. 

29.  Goreign  Militarv  sales  reserve,  $5,000,000. 
Ibid. 

30.  Battle  Monuments  Commission,  $900,000. 

Letter,  dated  February  16,  1979,  American  Battle  Monuments  Commission  to 
Chairman,  Committee  on  Merchant  Marine  and  Fisheries. 

32.  U.S.  Treasury. 

33.  Loss  of  depreciation  on  Canal  Zone  Government  Assets,  $54,860,000. 
Based  on  Justification,  1980  Budget  Program  Panama  Canal  Commission, 

p.  13. 

AIXOCATION   OF   COSTS 

After  identification  of  the  costs  of  the  treaty,  the  immediate  legislative  prob- 
lem confronting  the  Congress  is  the  allocation  of  the  responsibility  for  the  costs 
as  between  the  users  of  the  canal  and  the  U.S.  taxpayer.  The  committee's  solu- 
tion to  the  problem  is  refiected  in  the  tolls  formula  in  section  412(b)  of  H.R.  Ill 
which  I  have  already  discussed  in  some  detail.  In  general,  the  thrust  of  the  bill 
is  to  require  payment  by  users  of  the  canal  of  all  the  costs  directly  associated 
with  operation  of  the  canal,  whether  such  costs  represent  continuation  of  ordi- 
nary operating  expenses  or  are  new  items  of  expense  created  by  the  treaty.  In 
the  latter  category  are  such  expenses  as  the  payments  to  Panama,  estimated  at 
$75  million  in  the  first  year  of  operation  under  the  treaty  and  increasing  there- 
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after  and  the  cost  of  early  retirement  and  fringe  benefits  contemplated  by  the 
treaty  for  employees  of  the  present  canal  agencies  as  well  as  for  employees 
of  the  commission.  As  previously  indicated,  Mr.  Chairman,  it  is  estimated  that 
these  increased  costs  will  require  an  increase  of  approximately  33  percent  in  the 
rates  of  tolls  for  use  of-  the  canal.  This  estimate  is  based  on  analysis  of  estimates 
submitted  by  the  Panama  Canal  Company  to  the  House  Appropriations  Commit- 
tee in  May  and  to  the  Merchant  Marine  and  Fisheries  Committee  in  March. 

The  costs  and  revenues  shown  by  these  documents,  in  compai-ison  to  the  results 
projected  in  the  President's  budget,  are  shown  as  follows : 

FINANCIAL  RESULTS  OF  OPERATION  OF  THE  PANAMA  CANAL  UNDE^  H.R.  HI,  96TH  CONG!^ESS  BASED  ON  PANAMA 
CANAL  COMPANY  APPROPRIATION  ESTIMATES,  REPORT  OF  THE  PANAMA  CANAL  COMPANY  TO  COMMITTEE  ON 
MERCHANT  MARINE  AND  FISHERIES,  AND  THE  PRESIDENT'S  BUDGET 

lln  thousands  of  dollars] 


Appropriation 

estimate  Report         President's 

([\flay)  (Marcli)  budget 


Operating  costs  Panama  Canal  Company 355,965  369,550  »  347, 769 

Capital. -— 23,000  2  23,000  3  23,000 

Obligations  of  Panama  Canal  Company  and  Canal  Zone  Government 
carried  over 

Subtotal 

Revenues: 

Tolls  at  current  rate 

Revenue  other  than  tolls 

Subtotal 

Unexpended  balances  Panama  Canal  Company  and  Canal  Zone  Govern- 
ment  


78,  296 

84,847  ... 

457,  262 

477,  397 

3  370,  769 

227,  600 
6  72,  027 

« 227,  600 
72,  027 

5  213,300 
70,312 

299,  627 

299,  627 
81,760  ... 

283,612 

6  81,  750 

381,  387 

381,387  ... 

75,  875 

96,  010 

'  87, 157 

Subtotal 

Excess  of  costs  over  revenues 

Deficitaspercentof  tollsrevenues(rate  increaserequirediobreakeven)..  33  42  42 

1  Appendix  to  President's  budget,  p.  964,  cost  of  $336,312,000  adjusted  by  inclusion  of  $21,457,000  interest. 

2  Capita!  obligations  are  not  included  in  table  attached  to  report  but  are  shown  in  May  estimate  and  on  President's 
budgetappendix  pp.963,  964. 

3  President's  budget  does  not  include  capital  obligations  In  operating  expense. 

4  The  Panama  Canal  Company's  iViarch  report  on  H.R.  Ill  does  not  dientify  tolls  revenue  as  a  separate  item  in  a  lump 
sum  of  $332,395,000,  described  as  "tolls  and  other  income"  but  $227,600,000  Is  shown  In  the  Company's  proposal  to 
increase  tolls  publislied  in  the  same  month  as  the  1980  estimate  of  tools  at  present  rales. 

«  President's  budget  assumes  an  additional  $46,700,000  m  tolls  revenue  derived  from  a  14  per  cent  increase  in  toll 
rates.  Proposal  for  mcrease  in  tolls  published  in  March  would  increase  tolls  by  21.3  per  cent  producing  an  average  of 
$51,584,000  per  year  over  a  3-year  period.  •!■'..«;■ 

6  The  May  estimate  does  not  show  revenues  from  supporting  services  as  a  separate  item;  costs  of  supporting  services 
are  shown  on  a  net  basis.  The  amount  of  $72,027,000  is  derived  from  analysis  of  the  $332,393,000  shown  as  "Tolls  and  other 
income"  in  the  Panama  Canal  Company  March  report  on  H.R.  111. 

'  Net  revenue  or  loss. 

EMPLOYEES 

The  provisions  of  Chapter  3  of  Title  1,  relating  to  all  aspects  of  employment 
of  personnel  necessary  to  operation  of  the  Canal,  are  of  fundamental  im- 
portance. The  Canal  is  a  lalior-intensive  operation  ;  its  efficiency  and  indeed  its 
very  existence  as  a  functioning  entity  are  wholly  dependent  on  the  ability,  loyalty 
and  dedication  of  the  people  who  are  involved  in  the  operation.  The  importance 
of  this  element  in  the  Canal  operation  was  clearly  recognized  from  the  beginning  ; 
the  first  section  of  the  Panama  Canal  Act  of  August  24,  1912  authorized  the 
President  to  operate  the  Canal  and  govern  the  Canal  Zone  through  a  governor- 
and  such  other  persons  as  the  President  deemed  necessary  for  the  purpose.  This 
is  merely  the  recognition  of  a  truism  so  obvious  as  not  to  require  elaboration — 
the  Canal  does  not  operate  itself — it  takes  people  to  make  it  run. 

Tlie  1977  Treaty  goes  to  some  lengths  to  give  the  United  States  complete 
flexibility  in  employment  matters  and  to  encourage  the  fair  and  equitable  treat- 
ment of  employees  of  the  present  operating  agencies  whose  employment  will  be 
affected  by  the  Treaty. 
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Tlie  employment  provisions  of  H.R.  Ill,  Mr.  Chairman,  represent  an  adapta- 
tion of  the  provisions  of  law  now  applicable  to  Panama  Canal  employment  with 
such  modifications  as  are  necessary  to  meet  the  special  conditions  made  neces- 
sary or  desirable  by  the  Treaty  provisions.  H.R.  Ill  provides  the  statutory  basis 
for  according  certain  fringe  benefits  to  Panama  Canal  employees  whose  condi- 
tions of  employment  are  directly  affected  by  the  Treaty. 

These  benefits  include  allowance  to  offset  increases  in  the  cost  of  living  that 
will  result  when  the  employees  are  no  longer  permitted  to  make  purchases  at 
the  military  sales  stores,  a  privilege  extended  by  the  Treaty  for  a  period  of  five 
years.  Early  retirement  eligibility  is  provided  for  employees  of  the  present 
Panama  Canal  agencies  whose  employment  by  the  U.S.  Government  is  not  con- 
tinued under  the  Treaty,  and  the  same  privilege  is  extended  to  employees  who 
do  not  avail  themselves  of  the  opportunity  to  take  early  retirement  when  the 
Treaty  goes  into  effect. 

This  latter  feature  is  included  to  encourage  employees  to  remain  on  the  job 
after  the  Treaty  enters  into  force.  The  bill  also  provides  for  placement  assist- 
ance for  employees  who  are  terminated  as  a  result  of  the  Treaty,  maintenance 
•of  terms  and  conditions  of  emplo.^Tiient  for  employees  of  the  old  agencies  who 
remain  with  the  commission,  continuance  of  cash  relief  payments  to  non-citizen 
Panama  Canal  employees  and  their  dependents  who  became  disabled  in  their 
employment  when  they  were  not  covered  by  the  Civil  Service  retirement  system, 
educational  travel  benefits,  and  transfer  to  Panama's  Social  Security  system  of 
Panamanian  employees. 

All  these  benefits  are  expensive,  Mr.  Chairman,  as  shown  in  my  previous  dis- 
f'ussion  of  costs  resulting  from  the  Treaty.  However,  under  H.R.  Ill  such  costs 
are  treated  as  part  of  the  normal  operating  costs  of  the  commission  and  as  such 
are  required  to  be  recovered  from  charges  for  use  of  the  Canal. 

I  have  one  further  observation  to  make  about  the  employee  benefit  provisions 
of  the  bill.  These  provisions  were  carefully  worked  out  with  the  employees  over 
a  period  of  many  months  and  to  a  great  extent  represent  an  informal  and  ad- 
mittedly non-binding  agreement  between  the  executive  branch  and  the  affected 
employees.  To  the  extent  that  the  legislation  reduces  the  benefits  on  v.'hich 
agreejnent  was  reached,  the  employees  are  certain  to  regard  the  action  as  a 
breach  of  faith  and  the  consequences  in  terms  of  maintaining  employment  at 
essential  levels  both  in  terms  of  numbers  of  employees  and  indispensable  skills 
a  re  indeed  grave. 

I  urge  in  the  strongest  terms  I  can  command,  Mr.  Chairman,  that  the  employ- 
ment provisions  of  H.R.  Ill  as  passed  by  the  House  of  Representatives  be 
approved  in  this  body  without  change. 

A  final  provision  of  the  bill  of  considerable  importance  in  the  management 
area  now  comprising  the  Canal  Zone,  the  labor-management  relations  law  ap- 
plicable to  government  agencies  generally.  This  section  also  extends  the  appli- 
cation of  that  law  to  the  employees  of  those  agencies  without  regard  to  the 
requirements  otherwise  applicable  that  would  exclude  from  coverage  employees 
who  are  not  citizens  or  nationals  of  the  United  States.  In  the  view  of  the  House, 
Mr.  Chairman,  these  provisions  are  necessary  to  assure  fair,  equitable  and  non- 
discriminatory treatment  of  the  employees  of  the  United  States  in  that  area. 

CLAIMS 

The  claims  provisions  of  H.R.  Ill  accomplish  three  major  changes  in  the 
present  law : 

1.  Consent  to  suits  against  the  United  States  for  damages  to  vessels  outside 
the  locks  is  withdrawn  ; 

2.  The  authority  of  the  Commission  to  settle  claims  for  damage  to  vessels  out- 
side the  locks  is  limited  to  .$120,000.  Claims  in  excess  of  that  amount  are  re- 
quired to  be  referred  to  the  Congress : 

3.  Authority  of  the  Commission  to  settle  claims  other  than  vessel  accident 
claims  not  within  the  purview  of  the  Federal  Tort  Claims  Act  is  limited  to 
SI 20.000.  There  is  no  consent  to  suit  on  such  claim. 

Insofar  as  concerns  vessel  accident  claims,  this  legislation  returns  to  the  law 
in  effect  when  the  wnterway  was  maintained  and  operated  by  an  appropriated 
fund  agency  before  1951.  In  accordance  with  the  common  practice  followed  in 
respect  to  wholly  owned  Government  corporations,  when  the  Panama  Canal  took 
over  operation  of  the  canal,  the  corporation  was  made  subject  to  suit  on  all 
claims,  including  vessel  claims  for  vessel  accidents  outside  the  locks.  Since  that 
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time  the  number  and  dollar  amount  of  vessel  accident  claims  have  progressively 
increased.  In  recent  years  the  number  and  amount  of  these  claims  has  reached  a 
magitude  that  threatens  to  require  increases  in  rates  of  tolls  to  an  extent  that 
would  constitute  a  real  threat  to  the  continued  use  of  the  canal  for  movements  of 
cargo  that  might  be  diverted  to  other  roues.  In  fiscal  year  1978  claims  for  vessel 
damage  in  an  amount  in  excess  of  $5  million  were  filed  with  the  Panama  Canal 
Company  and  the  administrative  cost  of  processing  and  litigating  these  claims  is  a 
substantial  additional  item.  In  the  proposal  for  increase  in  tolls  published  by 
the  Panama  Canal  Company  in  March  1979  the  cost  of  marine  accidents  and  other 
casualty  losses  was  shown  as  over  $8  million  in  1980,  rising  to  over  $9  million 
in  1982. 

In  general  the  Congress  has  not  adopted  a  policy  of  authorizing  settlement 
of  claims  by  Government  agencies  without  limitation  on  the  dollar  amount  on 
waiving  the  Government's  immunity  from  suit  on  all  claims.  Claims  based  on 
damages  occurring  outside  the  United  States  are  excluded  from  the  application 
of  the  Federal  Tort  Claims  Act.  The  Suez  Canal  Authority  does  not  assume  any 
liability  for  damages  incurred  by  vessels  using  the  canal. 

As  a  practical  matter  the  risks  of  damage  to  ships  in  the  waters  of  the  canal 
would  be  covered  by  the  vessel's  insurance  coverage  generally  applicable  to  the 
voyage  on  which  the  vessel  uses  the  canal. 

H.R.  Ill  continues  the  policy  reflected  in  the  law  from  the  time  the  canal 
was  opened  that  the  United  States  assumes  absolute  liability  for  damage  to 
Tessels  in  the  locks.  This  is  because  while  the  vessel  is  in  the  locks  it  is  under 
the  complete  control  of  the  employees  operating  the  canal,  so  that  under  familiar 
principles  of  law  the  risk  of  the  operation  should  fall  on  the  United  States. 
Claims  for  damage  in  the  locks  make  up  a  relatively  small  part  of  the  total 
amount  of  vessel  accident  claims  in  canal  waters. 

Other  provisions  of  H.R.  Ill  in  reference  to  vessel  accident  claims  generally 
reflect  the  present  law,  with  some  minor  changes  not  involving  the  basic  prin- 
ciple of  the  extent  to  which  the  United  States  should  assume  liability  on  this 
■class  of  claims. 

In  general,  testimony  of  witnesses  representing  the  shipping  industry  at  the 
hearings  held  by  the  Panama  Canal  subcommittee  supported  the  claims  provi- 
sions of  the  bill. 

REGULATORY   AUTHORITY 

Under  the  provisions  of  law  now  in  effect,  Mr.  Chairman,  the  President,  the 
Panama  Canal  Company  and  the  Governor  of  the  Canal  Zone  have  authority 
to  issue  regulations  covering  a  wide  variety  of  subjects  related  to  the  operation 
of  the  canal  and  Government  of  the  Cajial  Zone.  The  treaty  expressly  recognizes 
the  authority  of  the  United  States  to  continue  to  issue  regulations  on  matters 
pertaining  to  operation  of  the  canal,  the  passage  of  vessels  through  the  canal, 
relations  with  employees  of  the  U.S.  Government  and  matters  involved  in  the 
effective  exercise  by  the  United  States  of  its  rights  and  responsibilities  under 
the  treaty.  Some  matters  that  are  now  covered  by  regulations  are  expressly 
withdrawn  by  the  treaty  from  the  authority  of  the  United  States. 

In  this  situation,  all  the  regulations  presently  in  effect  were  reviewed  and 
authority  to  issue  regulations  on  subjects  remaining  within  the  regulatory  au- 
thority of  the  United  States  vmder  the  treaty  is  vested  by  the  bill  in  the  President 
and  in  the  Commission. 

Under  the  provisions  of  the  bill  the  President  is  authorized  to  issue  regula- 
tions relating  to  the  operation  of  the  canal  and  navigation  of  vessels  through 
the  canal  and  in  the  harbors  of  the  canal.  The  President  is  also  authorized  to 
issue  regulations  on  the  use  of  aircraft  over  the  canal,  the  possession  and  use 
of  alcoholic  beverages  in  canal  areas,  the  exclusion  and  removal  of  persons  from 
such  areas,  and  health  and  sanitation  in  the  canal  areas. 

The  Commission,  on  the  other  hand,  is  authorized  to  issue  regulations  on  eight 
subjects,  including : 

1.  Inspection  of  vessels  navigating  canal  waters, 

2.  The  keeping  and  impounding  of  animals, 

3.  Fire  prevention, 

4.  Sale  or  use  of  fireworks, 

5.  Use  of  roads  and  highways, 

6.  Photographing  of  areas,  installations  and  structures, 

7.  Swimming  in  the  canal,  and 

8.  Protection  of  wildlife,  hunting  and  fishing. 


280 

TRANSITION   PEEIOD 

tinder-  the  terms  of  the  1977  treaty,  on  the  date  the  treaty  becomes  effective, 
the  laws  of  Panama  become  appUcable  to  the  area  in  Panama  now  under  the 
jurisdiction  of  tlie  United  States,  now  known  as  the  Canal  Zone.  However,  for 
a  transition  period  of  30  months  the  treaty  provides  for  limited  exercise  of 
jurisdiction  by  the  courts  of  the  United  States  now  in  the  Canal  Zone  and 
continued  application  of  U.S.  laws  for  purposes  of  that  jurisdiction. 

The  provisions  of  H.R.  Ill  closely  track  the  treaty  provisions  in  reference 
to  the  transition  period  and  provide  for  the  full  exercise  of  all  the  rights  ot 
the  United  States  authorized  by  the  treaty  during  that  period.  This  part  of 
the  bill  also  contains  provisions  to  smooth  the  transition  as  much  as  possbile 
by  authorizing  transfer  of  prisoners  convicted  of  major  offenses  to  the  custody 
of  the  Attorney  General  and  providing  for  elimination  of  one  of  the  two  magis- 
trates' courts  presently  established  for  the  Canal  Zone.  This  part  of  the  bill 
also  revises  the  language  of  some  of  the  laws  continued  in  effect  for  the  transition 
period  to  eliminate  references  to  the  Canal  Zone  that  will  no  longer  be  appro- 
priate after  the  treaty  becomes  effective. 

A  provision  is  included  referring  specifically  to  a  treaty  provision  precluding 
retroactive  taxation  of  businesses  or  individuals  in  the  Canal  Zone  prior  to  the 
effective  date  of  the  treaty. 

The  bill  vests  in  the  President,  general  authority  to  take  measures  necessary 
for  exercising  the  rights  of  the  United  States  during  the  transition  period.  Such 
a  provision  is  necessary  because  it  is  impossible  to  anticipate  all  the  problem* 
that  may  arise  in  this  unprecedented  situation. 

JOINT    COMMITTEES 

The  1977  treaty  provides  for  a  consultative  committee  composed  of  an  equal 
number  of  representatives  of  the  United  States  and  of  Panama,  respectively,  to 
advise  the  governments  of  the  United  States  and  Panama  on  matters  of  policy 
affecting  the  canal's  operation.  In  testimony  before  the  Panama  Canal  Sub- 
committee of  the  Merchant  Marine  and  Fisheries  Committee,  witnesses  repre- 
senting the  Department  of  State  confirmed  the  understanding  that  this  com- 
mittee is  advisory  only  and  is  without  executive  powers,  and  that  it  is  intended 
to  provide  a  forum  for  exchange  of  views  between  the  two  governments  on  the 
diplomatic  level. 

Based  on  that  understanding,  the  bill  provides  for  appointment  of  the  U.S. 
members  of  the  committee  by  the  President  that  the  participation  of  those- 
members  on  the  committee  will  be  "coordinated"  by  the  Secretary  of  State. 

Similarly,  Mr.  Chairman,  the  bill  provides  for  appointment  by  the  President 
of  the  U.S.  members  of  a  joint  committee  on  the  environment  for  which  the 
treaty  pi'ovides  with  equal  representation  of  the  United  States  and  Panama.  The 
bill  specifies  that  the  U.S.  members  of  the  commission  shall  serve  at  the  pleasure 
of  the  President,  without  compensation  although  payment  of  travel  expenses  is 
authorized.  Employment  of  personnel  necessary  for  performance  of  the  duties 
of  the  U.S.  members  is  authorized,  subject  to  provision  of  funds  for  that  purpose 
by  appropriation.  The  members  of  the  commission  are  also  authorized  to  establish 
rules  of  procedure,  subject  to  approval  by  the  two  governments. 

AUTHORITY   OF   THE   AMBASSADOR 

One  problem  created  by  the  elimination  of  U.S.  jurisdiction  in  the  Canal 
Zone  is  that  of  adjusting  the  operation  to  the  requirements  common  to  all  U.S. 
agencies  operating  in  foreign  countries.  Because  of  the  unique  nature  of  the 
canal  as  an  international  waterway  and  the  detailed  controls  over  that  opera- 
tion established  by  this  legislation,  the  bill  provides  that  the  commission  shall  not 
be  subject  to  the  direction  or  supervision  of  the  U.S.  Head  of  Mission  in  the 
Republic  of  Panama.  The  commis.sion  is  required  to  keep  the  ambassador  fully 
informed  as  to  its  activities,  and  the  ambassador  also  is  given  responsibility 
for  coordination  of  transfers  t'<  Panama  of  the  functions  that  Panama  assumes 
under  the  terms  of  the  treaty. 

APPLICABLE  LAWS 

Inasmuch  as  the  1977  treaty  abrogates  prior  treaties  between  the  United 
States  and  Panama,  the  jurisdiction  of  the  United  States  over  the  Canal  Zone 
pursuant  to  the  grants  contained  in  article  III  of  the  1903  treaty  comes  to  an 
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end  when  the  new  treaty  goes  into  effect.  The  treaty  also  expressly  provides 
that  the  Panama  Canal  Company  and  Canal  Zone  Government  shall  cease 
operations  in  Panama  on  the  effective  date  of  the  treaty.  A  broad  range  of 
general  laws  of  the  United  States  refer  to  the  Canal  Zone  and  the  two  canal 
agencies  and  some  of  those  laws  apply  to  the  Canal  Zone  by  virtue  of  the 
territorial  jurisdiction  of  the  United  States  in  the  Canal  Zone. 

The  Panama  Canal  Subcommittee  of  the  Committee  on  Merchant  Marine  and 
Fisheries,  with  the  assistance  of  the  Library  of  Congress  and  the  executive 
agencies  principally  affected,  made  a  comprehensive  survey  of  the  effect  of  the 
changes  in  jurisdiction  and  terminology  brought  about  by  the  treaty  provisions. 
Based  on  that  study  the  provisions  of  section  3  of  H.R.  Ill  have  been  included 
to  define  the  circumstances  in  which  the  general  laws  in  question  will  continue 
in  effect  insofar  as  concerns  Panama  Canal  areas  and  employees.  Also,  in 
appropriate  cases,  the  provisions  of  H.R.  Ill  effect  a  change  in  the  language 
of  the  general  laws  to  conform  to  the  geographical  and  organizational  terminology 
appropriate  to  the  new  treaty  arrangement. 

GENERAL  PROVISIONS 

Title  III  of  H.R.  Ill  contains  certain  general  provisions  of  importance  in  addi- 
tion to  sections  listing  amendments  and  repeals. 

The  first  general  provision  authorizes  appropriations  of  such  sums  as  are 
necessary  for  the  disinterment,  transportation  and  reinterment  of  the  remains, 
of  U.S.  citizens  presently  interred  in  Canal  Zone  cemeteries.  This  provision  is  in 
accordance  with  reservation  (3)  of  the  resolution  of  ratification  of  the  neu- 
trality treaty. 

The  second  general  provision  authorizes  classification  of  certain  former  em- 
ployees of  the  Panama  Canal  Company  and  Canal  Zone  Government  as  "special 
immigrants"  for  purposes  of  immigration  to  the  United  States  from  Panama. 
Tlie  persons  primarily  affected  by  this  provision  are  those  predominantly  "West 
Indian  origin  who  played  a  major  role  in  the  construction  and  later  the  opera- 
tion of  the  canal.  The.'^e  employees  who  have  been  recognized  since  the  days  of 
construction  as  individuals  of  unquestioned  fidelity  to  their  duties,  as  employees 
primarily  oriented  to  the  United  States,  and  as  a  group  that  have  never  been 
fully  assimilated  into  the  Panamanian  social  srtucture.  This  provision  of  the  bill, 
:Mr.  Chaii-man,  is  regarded  as  a  major  provision  demonstrating  the  gratitude  of 
the  people  of  the  United  States  for  the  faithful  and  effective  service  of  this  group 
of  employees. 

A  third  general  provision  in  title  III  of  the  bill  requires  the  President  to  report 
annually,  during  the  life  of  the  treaty,  on  the  exercise  of  the  rights  and  respon- 
sibilities of  the  United  States  under  the  treaty.  The  bill  requires  that  the  report 
include  discussion  of  the  actions  taken  by  Panama  with  respect  to  the  living 
conditions  of  persons  residing  the  the  Canal  Zone  before  the  effective  date  of 
the  act  who  continue  to  reside  in  the  canal  areas;  the  terms,  conditions  and 
charges  for  land  use  licenses;  and  the  condition  of  former  employees  of  the 
Canal  agencies  and  their  dependents  who  reside  in  Panama  on  or  after  the 
effective  date  of  the  act. 

Many  amendments  and  repeals  of  provisions  of  existing  laws  effected  by  the 
concluding  sections  of  the  bill  are  described  in  full  in  the  Merchant  Marine 
Committee's  report  on  the  bill. 

EFFECTIVE  DATE 

The  general  effective  date  for  the  bill  coincides  with  the  effective  date  of  the 
treaty — October  1,  1979.  However  certain  provisions  of  the  bill  that  contemplate 
action  that  necessarily  must  be  accomplished  before  that  date  become  effective 

■  on  the  date  of  enactment.  Those  sections  are  also  identified  in  the  Merchant 

:  Marine  Committee's  report. 

StrMMARY 

This  concludes  my  general  statement  on  the  legislative  problem  addressed  by 
H.R.  Ill  and  the  relationship  of  the  provisions  of  the  bill  to  the  various  elements 
of  that  problem.  The  primary  objective  of  the  bill  is  to  assure  the  continued 

.  operation  of  the  canal  through  positive  and  complete  control  by  the  Congress 
primarily  through  the  appropriations  process.  This  does  not  mean,  as  some 
witnesses  have  suggested,  that  the  costs  of  the  operation  are  to  be  paid  out  of 

:  appropriations  of  treasury  fund  paid  by  the  U.S.  taxpayer.  H.R.  Ill  assures  that 
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the  appropriations  will  be  limited  to  revenues  from  operation  of  tlie  canal,  an 
objective  endorsed  by  the  administration  and  overwhelmingly  approved  by  the 
House  when  it  passed  the  legislation. 


U.S.  House  of  Representative.s, 
Committee  on  Merchant  Marine  and  Fisheries, 

LoNGWORTH  House  Office  Building, 

Washington,  B.C.,  July  9, 1979. 
Hon.  John  C.  Stennis, 

Chairman,  Senate  Armed  Services  Committee,  Russell  Senate  Office  Building, 
Washington.  B.C. 

Dear  Mr.  Chairman  :  I  hereby  request  that  the  attached  statement  on  the 
subject  of  the  Panama  Canal  treaty  implementing  legislation  be  included  in  the 
record  of  hearings  held  by  your  Committee  on  the  same  subject  during  the  week 
of  June  25,  1979. 

With  kind  regards,  I  am 
Sincerely, 

Carroll  Hubbard, 
Chairman,  Panama  Canal  Subcommittee. 
Attachment. 

Prepared  Statement  of  Hon.  Carroll  Hubbard,  Chairman,  Subcommittee  op 
the  Panama  Canal  of  the  House  Merchant  Marine  and  Fisheries 
Committee 

Mr.  Chairman  and  Members  of  the  Committee :  As  Chairman  of  The  Panama 
Canal  Subcommittee  of  the  Committee  on  Merchant  Marine  and  Fisheries,  House 
of  Representatives,  I  welcome  this  opportunity  to  record  my  views  on  the  legisla- 
tion under  consideration  by  your  committee  to  implement  the  Panama  Canal 
Treaty  of  1977  between  the  United  States  and  Panama.  As  I  have  repeatedly 
stated  on  many  occasions,  I  oppose  the  provisions  of  the  1977  treaty  as  unwise  in^ 
concept  and  inept  in  draftsmanship  and  an  egregious  encroachment  on  the  powers 
of  Congress  under  the  Constitution.  I  fully  realize  that  the  Constitution  vests 
the  treaty  making  power  in  the  President  and  the  Senate,  and  that  it  is  beyond 
the  power  of  Congress  to  control  either  the  negotiation  or  the  form  and  content 
of  international  agreements  which  appear  to  the  President  to  be  desirable  and 
which  are  acceptable  to  two-thirds  of  the  membership  of  the  Senate. 

However,  the  supremacy  of  the  treaty  making  power  in  international  relations 
does  not  extend  to  subject  matter  in  reference  to  which  the  Constitution  commits 
exclusive  authority  to  the  Congress.  I  refer  specifically  to  the  power  of  appropri- 
ation of  pubUc  money  and  the  power  to  dispose  of  property  of  the  United  States. 

Unfortunately,  the  1977  treaty  with  Panama  attempts  to  usurp  both  these 
powers  that  the  Constitution  commits  exclusively  to  the  Congress.  In  other  re- 
spects, the  provisions  of  the  treaty  are  clearly  not  self-executing  and  by  their 
terms  depend  on  enactment  of  legislation  by  the  Congress  to  have  any  effect.  In 
that  situation  it  is  my  view  that  it  is  incumbent  on  the  Congress  to  reclaim  and 
reassert  its  constitutional  authority  and  reassert  that  authority  in  any  legisla- 
tion enacted  as  a  result  of  the  treaty. 

"With  that  background,  I  want  to  compare  very  briefly  the  salient  features 
of  the  two  bills  the  Congress  has  considered  on  this  subject.  H.R.  Ill  and  the 
draft  bill  proposed  by  the  administration  which  was  introduced  in  the  House  as 
H.R.  1716  and  in  the  Senate  as  S.  1024. 

H.R.  Ill  is  a  bill  designed  primarily  not  to  implement  the  treaty  but  to  pro- 
vide for  the  operation  and  protection  of  the  Panama  Canal  in  the  most  prudent 
and  effective  way,  given  the  circumstances  created  by  the  treaty.  The  objective 
of  the  bill  is  to  assure  operation  of  the  canal  on  a  self-sustaining  basis  with 
maximum  protection  of  the  interests  of  the  United  States  and  close  oversight 
and  control  by  the  Congress.  To  accomplish  these  purposes  H.R.  Ill  includes 
provisions  for : 

Payment  of  all  revemios  of  the  canal  into  the  treasury  and  expenditures  by 
the  commission  only  pursuant  to  authorization  and  appropirations  by  the  Con- 
gress ; 

Recovery  from  tolls  of  all  costs  of  operation  including  interest,  payments  to- 
Panama,  capital  costs  and  employee  benefits  included  in  the  bill ; 
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Limitation  of  appropriations  to  the  amount  of  revenues  of  the  canal; 

Accounting  for  canal  funds  under  the  Accounting  and  Auditing  Act  of  IDoO 
applicable  to  government  agencies  generally ; 

Requirement  of  authorization  by  Congress  of  all  property  transfers  (authority 
for  the  transfer  scheduled  for  October  1,  1979  by  the  treaty  is  included)  ; 

Senate  confirmation  of  appointm.ent  by  the  president  of  the  administrator  of 
the  commission  and  the  U.S.  members  of  the  board  established  to  supervise  the 
commission ; 

Appointment  to  the  supervisory  board  of  U.S.  members  from  the  private  sector 
with  experience  in  U.S.  port  operations,  shipping  and  labor  relations ; 

Direction  of  the  commission  by  the  Secretary  of  Defense  ; 

Military  control  of  operation  of  the  canal  in  war  time. 

As  disclosed  by  this  brief  summary,  the  basic  method  of  financial  control 
included  in  H.R.  ill  is  the  requirement  that  expenditures  by  the  Panama  Canal 
Commission  be  restricted  to  those  authorized  and  appropriated  for  by  the  Con- 
gress. A  separate  provision  of  the  bill  limits  appropriations  to  an  amount  not 
more  than  revenues  from  operation  of  the  canal  paid  into  the  treasury  by  the 
commission.  Thus,  H.R.  Ill  specifically  and  unambiguously  requires  that  the 
operation  of  the  canal  be  self-sustaining.  Some  of  the  testimony  submitted  to  your 
committee  has  suggested  that  these  provisions  of  H.R.  Ill  "would  provide  the 
commission  with  routine  ongoing  access  to  appropriations"  and  thereby  obscure 
"the  link  between  revenues  and  expenses."  Nothing  could  be  further  from  the  in- 
tent and  obvious  effect  of  the  pertinent  provisions  of  H.R.  Ill,  and  the  suggestion 
manifests  a  rather  puzzling  misconception  of  the  appropriation  process. 

S.  1024,  on  the  other  hand,  describes  its  purpose  as  being  to  provide  legislation 
necessary  or  desirable  for  the  implementation  of  the  1977  treaty.  It  provides  for 
operation  of  the  canal  by  an  agency  with  open-ended  authority  to  expend  ita 
funds  without  any  maximum  limit  and  to  dispose  of  property  of  the  United 
States  without  limitation.  It  establishes  as  the  managing  authority  of  the  agency 
a  board  composed  of  five  U.S.  nationals  and  four  Panamanian  nationals.  Testi- 
mony of  the  administration  witnesses  before  the  Panama  Canal  Subcommittee 
was  that  the  four  Panamanian  nationals  would  represent  the  Government  of 
Panama  in  the  management  of  the  canal  and  that  they  would  not  be  subject 
to  the  laws  of  the  United  States. 

In  my  judgment,  given  the  state  of  affairs  created  by  the  treaty  that  are 
beyond  the  power  of  Congress  to  rearrange,  the  provisions  of  H.R.  Ill  are  vastly 
superior  to  the  permissive,  loose  control  of  the  financial  and  property  manage- 
ment of  the  Panama  Canal  under  the  difficult  conditions  created  by  the  treaty. 

Senator  Levin.  It  is  9  a.m.  We  are  right  on  time. 

Dr.  Alan  K.  Campbell  is  our  next  witness,  and  then  Governor 
Parfitt. 

Dr.  Campbell  is  the  Director  of  the  U.S.  Office  of  Personnel  Man- 
agement. 

We  welcome  you  and  ask,  do  you  have  written  testimony  ? 

Mr.  Campbell.  I  have,  Mr.  Chairman.  What  I  would  like  to  do 
is  submit  it  for  the  record  and  summarize  it  as  briefly  as  I  can. 

Senator  Levin.  That  would  be  most  helpful.  Thank  you. 

STATEMENT  OF  ALAN  K.  CAMPBELL,  DIHECTOR,  OFFICE  OF 

PERSONNEL  MANAGEMENT 

]Mr.  Campbell.  The  matters  with  which  we  are  concerned  relate 
to  the  impact  of  the  treaties  on  the  employees  in  the  Canal  Zone,  and 
we  have  tried  to  be  as  responsive  as  we  can  to  the  kinds  of  needs 
the  treaties  have  created  for  them. 

Senator  Levin.  Would  you  do  this  to  help  us  out  ? 

Would  you  tell  us  a  little  bit  about  yourself  and  your  job,  what 
your  duties  are  and 

Mr.  Campbell.  Yes :  indeed  I  will. 
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I  am  the  Director  of  the  U.S.  Office  of  Personnel  Management,  as 
you  said.  This  is  the  successor  agency  to  the  Civil  Service  Commission 
which  was  reorganized  last  year,  and  I  was  at  that  time  Chairman 
of  the  Civil  Service  Commission.  I  have  since  been  appointed  by  the 
President  to  the  new  Office,  and  our  primary  responsibilities  relate  to 
the  Federal  work  force,  its  selection,  its  training,  its  performance. 

Is  that  sufficient,  Mr.  Chairman  ? 

Senator  Levin.  Yes ;  that  is  helpful.  Thank  you. 

Mr.  Campbell.  Right.  _  -,  ,      ,  t. 

Under  the  treaty,  many  of  the  activities  presently  performed  by  the 
United  States  will  be  transferred  to  the  Republic  of  Panama,  and 
some  present  Federal  employees  will  lose  their  Federal  jobs.  The 
Republic  of  Panama  will  undoubtedly  employ  some  of  these  indivi- 
duals to  continue  with  the  transferred  activities,  especially  those  who 

are  citizens  of  Panama.  ^  .,.       rr^i     tt  -^  j  ov.  ^ 

The  treaty  will  bring  about  a  major  transition.  Ihe  United  btates 
will  relinguish  jurisdiction  in  a  zone  within  a  foreign  country  m 
which  it  has  exercised  authority  since  1904.  Employees  who  have 
served  the  canal  have  done  so  on  the  assumption  that  they  would 
spend  their  entire  working  lives  in  this  employment.  This  may_  no 
longer  be  possible  for  them,  or  for  some  of  them.  Employee  organiza- 
tions, understandably,  had  great  interest  in  treaty  negotiations  as 
they  affected  their  members,  and  we  worked  closely  with  representa- 
tives of  employee  organizations  at  that  time.  Provisions  were  sought 
in  the  treaty  to  protect  the  benefits  of  employees  affected  by  the 
changeover/ The  administration  agreed  that  such  protection  was 
justified  because  of  the  unique  situation  faced  by  these  employees.^ 

Article  10  of  the  treaty,  therefore,  contains  provisions  relating 
to  conditions  of  employment  with  the  Panama  Canal  Commission. 
Article  10  also  requires  the  United  States  to  provide  an  appropriate 
early  optional  retirement  program,  and  to  seek  additional  legislation 
to  provide  more  liberal  entitlement  to  and  calculation  of  retirement 
annuities  for  these  employees  than  is  currently  provided  by  law.  _ 

Both  the  House-passed  bill,  H.R.  Ill,  and  the  administration's  bill, 
S.  1024,  contained  very  similar  provisions  for  implementing  article 
10  of  the  treaty.  Both  bills  provide  that  the  present  Canal  Zone  merit 
system  and  related  administrative  regulations  will  apply  to  Commis- 
sion employees  until  such  time  as  the  new  Panama  Canal  employment 
system,  provided  for  in  the  bills,  has  been  established. 
^  Both  bills  provide  for  collective  bargaining  systems  generally  paral- 
leling the  labor  relations  program  of  title  VII  of  the  Civil  Service 
Reforai  Act.  H.R.  Ill,  however,  would  have  the  collective  bargaining 
svstem  apply  to  all  U.S.  agency  employees,  citizens  and  noncitizens 
alike  in  the  Republic  of  Panama,  rather  than  only  to  Commission 
employees.  ,  .  . 

Both  bills  require  appropriate  placement  assistance  for  U.S.-citizen 
employees  separated  or  scheduled  to  separate  during  the  life  of  the 
treaty.  In  line  with  this,  we  have  developed  a  priority  placement  pro- 
cram"  for  U.S.-citizen  employees  in  the  Cnunl  Zone.  We  believe  that 
this  program  provides  the  maximum  possible  placement  assistance 
to  these  persons,  while  at  the  same  time  protecting  the  rights  of  other 
displaced  employees  and  minimizing  the  impact  onpersonnel  admin- 
istration. We  have  issued  appropriate  regulations  in  this  regard. 
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In  response  to  article  10  of  tlie  treaty  and  the  request  of  the  Panama 
Canal  Co.,  we  liave  authorized  early  optional  retirement  under 
current  law.  We  do  not,  however,  anticipate  that  that  will  be  sub- 
stantially used  because  the  implementing  legislation  provides  more 
liberal  retirement  conditions. 

Both  H.R.  Ill  and  S.  1024  contain  liberal  eligibility  requirements 
for.  and  special  computation  of,  annuity  for  the  retirement  of  Federal 
em])loyees  in  Panama.  Although  these  provisions  are  liberal,  we 
believe  they  are  justified  because  of  the  unique  circumstances  and 
because  of  the  need  to  protect  the  interests  of  the  United  States  in 
Panama.  In  designing  these,  we  have  tried  to  accomplish  two  things: 
One,  to  provide  retirement  opportunities  for  those  who  are  at  a  point 
in  their  lives  that  tliey  are  Avilling  to  retire;  but  simultaneously,  to 
su])ply  future  liberal  retirement  possibilities  to  encourage  as  many 
employees  as  possible  to  stay  on  the  job  and  thereby  ease  the  transition. 

Both  bills  provide  that  persons  employed  by  the  Panama  Canal 
Co.,  or  the  Canal  Zone  Government  immediately  before  April  1 
or  October  1,  1979,  who  are  involuntarily  separated  or  scheduled  to  be 
se])arated  during  the  life  of  the  treaty,  will  be  entitled  to  an  annuity 
if  they  have  20  years  of  Federal  service,  or  are  at  least  48  years  of  age 
and  have  at  least  18  years  of  service  . 

Additionally,  during  the  life  of  the  treaty,  employees  may  retire 
voluntarily  after  23  years  of  service  at  any  age,  or  at  age  48  after  18 
years  of  service. 

Further,  employees  who  transfer  without  a  break  in  service  to  the 
new  Panama  Canal  Commission  or  another  executive  agency  in 
Panama  on  October  1, 1979,  and  continue  working,  will  receive  a  more 
liberal  computation  of  annuity  for  up  to  20  years  of  such  continuous 
service  than  is  regularly  provided  under  the  Federal  retirement  system. 

There  are  also  special  provisions  relating  to  law  enforcement  officers 
and  firefighters  which  liberalize  their  retirement  opportimities  be- 
yond those  which  now  exist  in  the  current  law. 

S.  1024  and  H.R.  Ill  also  provide  that  persons  employed  imme- 
diately before  April  1  or  October  1,  1979,  by  an  executive  agency  in 
Panama  other  than  the  Panama  Canal  Company  or  the  Canal  Zone 
Government,  will  be  eligible  for  an  annuity  if  involuntarily  separated 
OS  a  result  of  the  treatv  after  20  years  of  service,  or  after  attainment 
ot  age  48  and  18  years  of  service.  Such  persons  will  not  be  eligible 
for  voluntarv  optional  retirement  at  age  48  or  after  20  years  of  service 
v.t  any  age.  Furthermore,  they  will  not  be  eligible  for  the  liberalized 
computation  for  continued  service  in  Panama  after  October  1,  1979. 

Senator  Levix.  I  am  wondering.  Doctor,  if  you  could  try  to  sum- 
marize some  of  these  provisions,  and  also  if  you  might,  as  you  pro- 
ceed, tell  us  wherein  the  House  bill  and  the  administration  bill  differ. 
T  think  that  would  be  very  helpful  to  us,  and  particularly  when  it 
comes  to  costs,  which  of  the  two  bills  are  more  costly  on  each  of  the 
provisions. 

Mr.  Campbell.  Let  me  say  that  in  relation  to  that  specific  issue, 
the  two  bills  are  approximately  the  same  as  far  as  the  earlv  retire- 
ment opportunities  are  concerned  and  the  method  for  computing  the 
annuities  which  will  be  earned. 

But  there  are  some  fairlv  substantial  differences  in  relationshin  to 
the  labor  relations  part  of  the  two  bills.  The  administration  provisions 
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would  continue  coverage  by  title  VII  of  the  Civil  Service  Reform 
Act  for  U.S.-citizen  employees  in  Defense  Department  and  other  ex- 
ecutive branch  installations,  leaving  it  to  the  installation  to  jointly 
work  out  the  character  of  the  labor-management  relations  structure 
for  noncitizen  employees.  It  would  also  provide,  in  the  case  of  the 
Commission  itself,  for  the  development  of  a  labor-management  rela- 
tions system  which  would  be  consistent  Avith  the  character  of  that 
agency"  and  patterned  on  title  VII  of  the  Civil  Service  Reform  Act. 

In  contrast,  the  House  bill  provides  for  the  coverage  of  title  VII 
for  citizen  and  noncitizen  employees  alike,  both  in  executive  agencies 
and  in  the  new  Commission. 

So  essentially,  on  retirement,  the  two  bills  are  approximately  the 
same  except  for  financing,  and  hi  the  case  of  labor  relations,  there 
are  some  differences  as  were  described  to  this  committee  yesterday,  I 
believe,  by  the  Assistant  Secretary  of  the  Army.  Therefore  I  have 
not  gone  into  it  in  detail  in  my  testimony. 

Let  me  simply  say  by  way  of  conclusion,  and  then  we  can  turn  to 
any  specific  questions,  that  what  we  have  done  is  to  provide  liberal 
retirement  annuities  as  a  way  of  trying  to  maintain  current  employ- 
ment of  those  people  who  are  needed  in  the  area ;  second,  for  those 
who  are  involuntarily  separated,  we  have  provided  relatively  liberal 
annuity  benefits  but  simultaneously  for  those  U.S.  citizens  who  do  not 
wish  to  retire,  or  who  are  not  eligible,  we  have  provided  a  very  high 
priority  employment  assistance  with  other  Federal  agencies  within 
the  United  States. 

In  fact,  in  the  case  of  those  tliat  are  involuntarily  separated,  no 
agency  may  fill  a  vacancy  from  outside  or  inside  if  there  is  an  eligible 
and  qualified  employe©  that  has  been  involuntarily  separated  as  a 
I'esult  of  the  treaty.  In  other  words,  they  must  employ  that  person 
from  Panama,  or  other  qualified  displaced  employee  if  available,  or 
not  fill  the  vacancy. 

I  think  that  fairly  well,  ISIr.  Chairman,  summarizes  what  we  have 
done.  As  I  have  said,  the  two  bills  are  not  substantially  different  con- 
cerning retirement,  but  there  are  some  differences  in  labor  relations. 

Let  me  simply  read  the  paragraph  about  costs.  Under  static 
assumptions  based  on  updated  infonnation  received  from  the  Panama 
Canal  Company  since  I  testified  before  the  House  Committee  in 
February  and  IMarch  of  this  year,  we  estimate  that  enactment  of  the 
liberalized  retirement  provisions  would  increase  the  unfunded  liabil- 
ity of  the  retirement  fund  by  approximately  $219  million.  ITnder 
existing  retirement  law,  this  would  l)e  amortized  in  80  equal  annual 
payments  of  $13.6  million.  If  the  Panama  Canal  Commission  were 
obligated  to  amortize  this  cost  over  20  years,  under  H.R.  Ill,  the 
annual  payment  out  of  Commission  appropriations  would  be  $16.7 
million. 

And  this  is  in  contrast  to  the  original  administration  proposal  in 
which  the  cost  would  liave  been  paid  out  of  the  Treasury,  and  the 
House  bill  requires  it  to  be  paid  out  of  the  income  of  the  Commission. 

That  I  think,  sir.  summarizes  the  basic  provisions. 

Senator  Leaix.  Thank  you. 

The  full  statement  Avill  be  made  part  of  the  record. 
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[The  prepared  statement  of  Alan  K.  Campbell  follows:] 

Prepared  Statement  of  Alan  K.   Campbell,  Director,  Office  of  Personnel 

Management 

Mr.  Chairman  and  Members  of  the  Committee:  I  am  happy  to  be  here  today 
to  testify  for  the  Office  of  Personnel  Management  on  this  very  significant  legis- 
lation. I  would  like  to  at  this  time  to  submit  my  testimony  for  the  record  and 
give  a  brief  summary  to  the  Committee. 

The  Panama  Canal  Treaty  of  1977  and  Related  Agreements,  were  signed  by 
representatives  of  the  United  States  and  Panama  on  September  7,  1977  subject 
to  ratification  by  both  Governments.  The  Treaty  has  been  approved  and  the  effec- 
tive date  of  the  exchange  of  instnmients  of  ratification  was  April  1,  1979.  The 
Treaty  will  enter  into  force  on  October  1.  1979.  and  remain  in  effect  through 
December  31,  1999.  Beginning  Oclo'.xn-  1,  1979  the  United  States  will  carry  out 
its  responsibilities  in  Panama  through  a  United  States  Government  agency 
called  the  Panama  Canal  Commission.  The  Panama  Canal  Commission  will 
replace  the  Panama  Canal  Company  and  the  Canal  Zone  Government  both  of 
which  will  cease  to  function  in  Panama  at  that  time. 

Under  the  Treaty  many  of  the  activities  presently  performed  by  the  United 
States  will  be  transferred  to  the  Republic  of  Panama  and  many  present  Federal 
employees  will  lose  their  Federal  jobs.  The  Republic  of  Panama  will  undoubtedly 
employ  some  of  these  individuals  to  continue  with  the  transferred  activities, 
especially  those  who  are  citizens  of  Panama. 

The  Treaty  will  bring  about  a  major  transition.  The  United  States  will  relin- 
quish jurisdiction  in  a  zone  within  a  foreign  country  in  which  it  has  exercised 
authority  since  1904.  Employees  who  have  served  the  Canal  have  done  so  on 
the  assumption  that  they  would  spend  their  entire  working  lives  in  this  emi)loy- 
ment.  This  may  no  longer  be  possible. 

Employee  organizations,  understandably,  had  great  interest  in  Treaty  negotia- 
tions as  they  affected  their  members.  Provisions  were  sought  in  the  Treaty  to 
protect  the  benefits  of  employees  affected  by  the  changeover.  The  Administration 
agreed  that  such  protection  was  justified  because  of  the  unique  situation  faced 
by  these  employees.  Article  X  of  the  Treaty,  therefore,  contains  provisions 
relating  to  conditions  of  employment  with  the  Panama  Canal  Commission.  Arti- 
cle X  also  requires  the  United  States  to  provide  an  appropriate  early  optioTal 
retirement  program  and  to  seek  special  legislation  to  provide  more  liberal  entitle- 
ment  to,  and  calculation  of,  retirement  annuities  for  these  employees,  than  is 
currently  provided  by  law. 

Both  the  House-passed  bill,  H.R.  111.  and  the  Administration's  bill,  S.  1024, 
contain  very  similar  provisions  for  implementing  Article  X  of  the  Treaty. 

It  may  be  worthwhile  at  this  point  to  recount  a  bit  of  the  history  of  the  pre- 
sent Panama  Canal  Zone  employment  system  and  our  relationship  to  it. 

During  the  construction  period  and  up  until  1955,  United  States  and  Pana- 
manian citizens  who  worked  in  the  Canal  Zone  were  covered  by  separate  employ- 
ment systems.  l^.S.  citizens  were  paid  on  the  IT.S.  wage  base  with  a  25%  tropical 
differential.  They  were  also  exempt  from  U.S.  income  tax.  Non-U. S.  citizens, 
including  a  large  number  of  West  Indian  nationals,  were  paid  a  local  prevailing 
wage  rate.  This  distinction  also  was  maintained  in  terms  of  access  to  housing, 
recreational  and  sanitational  facilities.  This  system  came  to  be  known  as  the 
"gold  and  silver  rolls"  since  originally  U.S.  citizens  were  paid  in  gold  and  non- 
U.S.  citizens  in  silver  coinage. 

Pursuant  to  a  1955  treaty  between  the  United  States  and  the  Repulilic  of 
Panama,  Congress  enacted  Public  Law  85-550  in  195S  which  provided  for  the 
establishment  of  a  Canal  Zone  Merit  System  for  Federal  employees  of  the 
Panama  Canal  Zone.  This  new  merit  system  was  required  by  Treaty  and  law 
to  (a)  be  based  solely  on  the  merit  of  the  employee  and  (h)  be  applied  uniformly 
to  all  employees  irrespective  of  whetlier  they  were  citizens  of  the  IT.S.  or  the 
Republic  of  Panama.  The  Treaty  and  law  continued  to  authorize  differentials 
and  tax  allowances  for  U.S.  citizens.  The  Panama  Canal  Treaty  of  1977  continues 
the  principle  of  no  discrimination  on  the  basis  of  nationality  and  allows  addi- 
tional remunerations  for  persons  recruited  outside  of  Panama,  though  this  is 
no  longer  limited  to  U.S.  nationals. 

Effective  January  19.  1959,  positions  in  the  Canal  Zone  were  excepted  from  the 
competitive  service  and  placed  under  the  new  Canal  Zone  Merit  Systems  which  is 
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a  self-contained  personnel  system  with  regard  to  such  employment  matters  as 
appointment  and  promotion.  ,     .    ^     .  ^      ,   ^    ,     ,     • 

Both  hills  provide  that  the  present  Canal  Zone  Merit  System  and  related  admin- 
istrative resulations  will  apply  to  Commission  employees  until  such  time  as  the 
new   Panama   Canal  Employment   System  provided  for  in   the  hills  has  been 

established.  ,^^,  .,    ^,  .... 

Both  hills  envision  a  collective  bargaining  system.  While  there  are  basic  simi- 
larities between  them,  there  are  basic  differences  too.  S.  1024  provides  a  collective 
bargaining  program  for  all  employees  of  the  Panama  Canal  Commission— U.S. 
citizens  and  non-U.S.  citizens  alike — generally  similar  to  Title  VII  of  the  Civil 
Service  Reform  Act.  This  separate  program  would  incorporate  the  substance  of 
certain  specified  provisions  of  Title  VII  of  the  Civil  Service  Reform  Act.  These 
include  basic  provisions  dealing  with  employees'  rights,  management  rights, 
unfair  labor  practices,  standards  of  union  conduct  and  official  time.  U.S.  citizen 
employees  of  our  agencies  in  Panama  would  be  covered  by  the  Title  VII  program, 
as  they  are  everywhere  else  in  the  world.  Foreign  nationals  employed  by  our 
agencies  there  would  be  excluded  from  Title  VII.  just  as  they  always  have  been 
under  the  executive  orders  which  governed  the  program  previously  and  as  they 
are  everywhere  else  in  the  world. 

H.R.  Ill  would  place  all  employees — ^U.S.  citizens  and  non-U.S.  citizens  alike — 
of  both  the  Panama  Canal  Commission  and  our  agencies  in  Panama  under  Title 
VII.  In  addition,  it  would  permit  the  inclusion  of  supervisors  there  in  exclusive 
bargaining  units  where  those  positions  or  types  of  positions  have  l»een  represented 
by  employee  unions.  Some  supervisors  in  Panama  have  been  represented  by  labor 
organizations,  not  in  the  context  of  exclusive  bargaining  units,  but  in  a  more  lim- 
ited form  of  representation  only  for  their  members. 

These  two  aspects  represent  the  sole  differences  between  the  bills  insofar  as 
collective  bargaining  is  concerned. 

Both  bills  require  appropriate  placement  assistance  for  U.S.  citizen  employees 
separated  or  scheduled  to  separate  during  the  life  of  the  Treaty.  In  line  with  this 
we  have  developed  a  priority  placement  program  for  I\S.  citizen  einidoyees  in  the 
Canal  Zone.  We  believe  tha  this  program  provides  the  maximum  possible  place- 
ment assistance  to  these  persons  while  at  the  same  time  protecting  the  rights  of 
other  displaced  employees  and  minimizing  the  restrictions  to  agency  personnel 
management  programs.  We  have  issued  a  Federal  Personnel  Manual  Letter  which 
explains  the  program  to  agencies. 

Under  the  program  there  are  two  placement  priority  levels  of  employees.  Prior- 
ity level  1  consists  of  U.S.  citizen  emj)loyees  of  the  Panama  Canal  Company, 
Canal  Zone  Government  and  other  agencies  in  the  Canal  Zone  who  are  involun- 
tarily separated  as  a  direct  result  of  the  implementation  of  the  Panama  Canal 
Treaties.  Priority  level  2  consists  of  those  U.S.  citizen  employees  of  the  Canal 
Zone  Government  and  the  Panama  Canal  Company  in  the  Canal  Zone  who  are 
not  being  involuntarily  .separated  but  who  desire  to  leave  the  Zone. 

When  priority  level  1  employees  are  qualified  and  available  for  a  vacancy  which 
an  agency  has.  the  agency  is  not  permitted  to  fill  the  vacancy  by  the  appointment 
of  other  applicants  from  either  outside  or  inside  the  agency. 

Thei'e  are  exceptions  where  a  statute,  for  example,  requires  an  agency  to  select 
a  former  employee  who  is  returning  from  military  service  and  who  is  entitled  to 
restoration  rights. 

When  priority  level  2  employees  are  qualified  and  availal)le  for  a  vacancy 
which  an  agency  has.  the  agency  may  not  appoint  an  applicant  from  tlie  outside 
head  of  a  priority  level  2  employee.  However,  the  agenc.v  would  be  permitted 
to  fill  the  position  with  one  of  its  own  employees.  This  differs  from  the  considera- 
tion which  priority  level  1  employees  receive  becau.se.  as  I  stated  above,  the 
availability  of  priority  level  1  employees  prevents  the  agency  from  filling  a 
vacancy  with  ein])loyees  from  the  outside  or  with  its  own  employees.  We  believe 
that  there  should  be  this  difference  in  placement  assistance  becau.se  priorit.v  level 
1  employee  are  facing  the  imminent  loss  of  their  .ioI)s.  and  priority  level  2  employ- 
ees are  not.  Priority  level  1  and  2  employees  will  register  for  up  to  five  occupa- 
tional categories  for  which  they  qualify.  They  will  l)e  permitted  to  register  for 
assistance  in  any  2  of  14  geographic  zones  of  the  Office  of  Personnel  Mnnnsement. 
They  will  be  entitled  to  assistance  at  their  former  grade  (excluding  GS-16  and 
above)   and  all  other  lower  grades  which  they  are  willing  to  accept. 

p]mployees  will  receive  assistance  for  1  year  but  will  be  removed  from  the 
program  sof)ner  if  tliey  locate  a  continuing  Federal  position  or  decline  an  offer 
which  tliey  liad  indicated  would  be  acceptable. 
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Office  of  Personnel  Management  areas  offices  will  have  the  primary  responsi- 
bility for  the  day-to-day  oi>eration  of  the  placement  program.  The  area  offices 
will' periodically  publish  lists  of  series  and  grades  for  which  Canal  Zone  em- 
ployees are  available.  Agencies  having  vacancies  in  these  series  will  be  required 
to  contact  the  area  offices  which  will  provide  the  applications  of  the  displaced 
employees.  The  agency  must  select  a  displaced  employee  in  accordance  with  the 
restrictions  which  I  liave  described.  If  the  agency  believes  that  a  displaced 
employee  is  not  qualified  for  the  position,  it  must  present  evidence  to  the  area 
office,  and  only  the  area  office  will  be  authorized  to  remove  a  displaced  employee 
from  consideration  on  the  basis  that  lie  does  not  qualify  for  the  position. 

In  developing  this  program,  we  were  very  concerned  that  other  displaced  em- 
ployees throughout  the  United  States  not  be  denied  consideration  to  which  they 
are  entitled.  Tlierefore,  when  former  Canal  Zone  employees  are  registered  for 
the  same  geographic  area  and  series  as  other  displaced  employees,  the  other 
displaced  employees  T\ill  receive  the  same  degree  of  placement  consideration  as 
the  former  Canal  Zone  employees.  Agencies  will  be  referred  Canal  Zone  and  other 
displaced  employees  at  the  same  time,  and  they  will  be  permitted  to  select  from 
either  group. 

In  response  to  Article  X(10)  (a)  of  the  Treaty,  and  the  request  of  the  Panama 
Canal  Company,  the  Office  of  Personnel  Management  authorized  early  optional 
retirements  under  Public  Law  95— 4r)4  for  employees  of  the  Panama  Canal  Com- 
pany and  Canal  Zone  Government.  This  authorization  extends  from  April  1-, 
1979.  through  Septeml)er  30,  19S0,  and  applies  to  all  employees  with  at  least  25 
years  of  service  at  any  age  and  to  employees  with  20  years  of  service  at  age  50. 
Employees  who  elect  early  optional  retirement  under  this  authorization  will  have 
tlieir  annuities  reduced  l)y  two  i>ercent  a  year  for  each  year  under  age  55.  We 
had  no  authority  to  change  tliis  provision.  We  do  not  expect  that  many  employees 
under  age  55  will  take  advantage  of  this  authority  but  will  wait  for  implementing 
legislation  to  be  enacted. 

Both  H.R.  Ill  and  S.  1024  contain  liberal  eligibility  reciuirements  for,  and 
siiecial  computation  of  annuity  for  the  retirement  of  Federal  employees  in 
Panama.  Althougli  these  provisions  are  liberal  we  believe  they  are  justified 
because  of  the  unique  circumstances  and  because  of  the  need  to  protect  the 
Interests  of  the  United  States  in  Panama.  To  do  this  we  must  retain  trained 
employees  so  that  tlie  transfer  of  all  remaining  functions  to  the  Republic  of 
Panama  will  be  accomplished  gradually  tliroughout  the  life  of  the  Treaty  without 
major  problems  or  disruption  of  services. 

After  months  of  effort,  coordinated  by  the  Army  Department,  and  involving 
staff  of  the  OPM,  employees  and  employee  organizations  in  Panama,  as  well  as 
the  General  Counsel  of  the  Canal  Zone  Government,  we  believe  these  provisions 
are  recpiired  to  fulfill  the  mandates  of  the  Treaty  and.  at  the  same  time,  protect 
the  interest  of  the  United  States.  Because  employees  of  he  Panama  Canal  Com- 
pany and  the  Canal  Zone  Government  will  be  more  adversely  affected  l»y  the 
Treaty  when  those  agencies  are  eliminated,  the  provisions  for  them  are  more 
lilieral  than  for  those  employees  who  are  employed  immediately  prior  to  April  1 
or  October  1. 1979  by  other  Executive  agencies  in  Panama. 

Both  bills  provide  that  persons  employed  by  the  Panama  Canal  Company  or 
the  Canal  Zone  Government  immediately  before  April  1,  or  October  1,  1979, 
including  those  transferred  without  a  break  in  service  to  either  the  Panama 
Canal  Commission  or  another  Executive  agency  in  Panama,  who  are  involun- 
tarily separated,  or  scheduled  to  be  sepai-ated,  during  the  life  of  the  Treaty,  as  a 
result  of  implementation  of  the  Treaty,  will  l>e  entitled  to  an  annuity  if  they  have 
20  years  of  Federal  service,  or  if  they  are  at  least  48  years  of  age  and  have  at 
least  IS  years  of  Federal  service.  Additionally,  during  the  life  of  the  Treaty,  snch 
persons  may  retire  voluntarily  after  23  years  of  service  or  at  age  4S  after  IS 
years  of  service.  On  the  other  Iiand,  any  such  employee  who  transfers  without  a 
break  in  service  to  the  new  Panama  Canal  Commission  or  another  Executive 
agency  in  Panama  on  October  1,  1979  and  continues  working  will  receive  a  more 
liberal  computation  of  annuity  (2Vo%  of  average  salary)  for  up  to  20  years  of 
such  continuous  service  after  October  1,  1979. 

Such  employees  who  are  law  enforcement  officers  or  firefighters  will  be  eligible 
for  the  regular  law  enforcement  computation  for  up  to  20  years  if  they  separate 
after  age  48  with  at  least  IS  years  of  service. 

Additionally,  if  they  continue  to  serve  in  Panama  without  a  break  in  service 
after  October  1,  1979,  their  annuities  will  be  increased  by  $8  for  each  full  month 
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of  service  after  that  date  imtil  they  have  completed  a  total  of  20  years  of  law 
enforcement  or  firefighter  service. 

If  they  separate  prior  to  attaining  age  48  and  18  years  of  such  service  they  vrill 
not  be  eligible  for  the  21/2%  law  enforcement  formula  for  service  prior  to  Octo- 
ber 1,  1979  but  their  annuities  when  they  do  retire  will  be  increased  by  $12  for 
each  full  month  of  service  as  a  law  enforcement  officer  or  firefighter  in  Panama 
before  October  1, 1979. 

S.  1024  and  H.R.  Ill  also  provide  that  persons  employed  immediately  ])efore 
April  1  or  October  1.  1979.  by  an  Executive  agency  in  Panama  otiier  than  the 
Panama  Canal  Company  or  the  Canal  Zone  Government  will  be  eligible  for  an 
annuity,  if  involuntarily  separated  as  a  result  of  the  Treaty  after  20  years  service 
or  after  attainment  of  age  48  and  18  years  of  service.  Such  persons  will  not  be 
eligible  for  voluntary  optional  retirement  at  age  48  or  after  23  years  of  service 
at  any  age.  Furthermore,  they  will  not  be  eligible  for  the  special  computation  for 
contiuiied  service  in  Panama  after  Octol)er  1,  1979.  This  is  because  they  are 
employed  by  agencies  which  are  not  confined  to  Panama  and  which  are  not  being 
abolished;  therefore,  the  adverse  effect  of  the  Treaty  will  not  be  so  great  on 
them  as  on  those  employees  of  the  Panama  Canal  Company  or  the  Canal  Zone 
Government. 

There  will  be  no  reduction  in  any  of  the  foregoing  annuity  computations  for 
being  under  age  55.  As  I  stated  before,  however,  we  believe  these  provisions  are 
required  to  fulfill  the  mandated  requirements  of  the  Treaty  and  to  protect  the 
interests  of  the  United  States  in  Panama  during  the  life  of  the  Treaty. 

With  regard  to  the  financing  of  the-  cost  of  these  early  retirement  provisions, 
there  are  differences  in  the  two  liills  wliich  should  be  noted.  H.R.  Ill  as  passed  by 
the  House  amends  section  S34S  of  title  5,  United  States  Code,  to  make  the  Panama 
Canal  Commission  liable  for  any  increase  in  unfunded  liability  of  the  Civil  Service 
Retirement  and  Disal>ility  Fund  attributable  to  the  provisions  of  the  bill.  As  we 
construe  tlie  intent,  tlie  Commission  would  be  required  to  pay  tlie  entire  cost  of 
these  early  retirement  provisions  out  of  onnual  appropriations  over  the  20  year 
life  of  the  Treaty.  The  Administration  bill  S.  1024  does  not  do  this  but  provides  for 
automatic  anpropriations  over  a  30  year  period  as  authorized  by  section  S34S(f) 
of  title  5,  United  States  Code. 

In  the  event  that  the  technical  lan.aniage  of  H.R.  Ill  is  enacted,  we  ouestion 
what  happens  if  the  Commission  is  uable  to  malve  a  payment  or  a  number  of  pay- 
ments liecause  Congress  fails  to  appropriate  enough  money  in  those  years?  What 
is  the  alternative?  Since  v"e  would  still  be  obligated  to  pay  the  annuities  from  the 
Civil  Service  Retirement  Fund,  whether  or  not  we  were  reimbursed,  such  pay- 
ments would  add  directly  to  the  unfunded  liability  of  the  Fund  because  there 
would  be  no  automaitic  appropriations  to  compensate  for  the  payment. 

Both  bills  have  provisions  concerning  Social  Security  and  retirement  benefits 
applicable  to  employees  of  the  Commission  wlio  are  not  United  States  citizens. 
Sucli  employees  who  transfer  to  the  Commission  witliout  a  break  in  service  from 
the  Panama  Canal  Company,  the  Canal  Zone  Government,  or  from  another 
Executive  agency  in  the  Repulilic  of  Panama,  will,  if  they  were  covered  under  the 
Civil  Service  Retirement  System,  continue  to  be  covered  by  chapters  81  (workers 
compensation),  83  (retirement).  87  (life  insurance),  and  89  (health  benefits)  of 
title  5.  T'nited  States  Code.  These  coverages  will  continue  until  their  retirement 
or  until  the  termination  of  their  employment  for  any  other  reason. 

Any  such  non-United  States  citizen  hired,  or  rehired  after  a  break  in  service, 
by  the  Commission  after  October  1,  1979  will  be  excluded  from  these  coverages. 
Instead,  they  will  be  covered  from  the  date  of  their  employment  under  the  Social 
Security  System  of  the  Republic  of  Panama.  The  Commission  will  collect  and 
transfer  the  employer's  and  emi>loyee's  contributions  to  the  Panamanian  Social 
Security  System  for  such  employees. 

Tlie  treaty  provides  special  retirement  provisions  under  the  Panamanian 
Social  Security  system  for  employees  regardless  of  nationality,  who  work  in 
Comiiany/Government  activities  being  transferred  to  Panama.  These  provisions 
sot  up  a  special  regime,  identical  in  eligibility  requirements,  benefits  and  employer 
employee  contributions  to  the  Civil  Service  Retirement  System.  These  provisions 
assure  employees  in  transferred  activities  that  they  will  not  lose  retirement 
benefits  as  a  result  of  the  transfer. 

Any  Federal  employee  who  is  separated  from  a  covered  position  with  the 
Panama  Canal  Company,  the  Canal  Zone  Government,  or  the  Commission  as  a 
result  or  implementation  of  the  Treaty,  and  who  lieeomes  employed  under  the 
SfK'ial   Security  System  of  Panama  because  of  the  tran.sfer  of  a  function  or 
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activity  to  the  Republic  of  Panama  may  elect  to  purchase  an  equity  under  the 
special  regime  if  he  meets  certain  requirements.  If  the  employee  has  served  less 
than  5  years,  he  or  she  may  elect  to  transfer  service  annuity,  he  may  withdraw  his 
contrihutions  from  the  Ci\il  Service  his  or  her  contributi(nis  to  the  Panamanian 
Social  Security  for  the  purchase  of  an  equity  equal  to  the  amounts  transferred. 
If  the  employee  has  served  at  least  5  years  under  the  Civil  Service  Retirement 
System,  is  not  eligible  for  an  immediate  civil  service  annuity  and  does  not  elect  a 
deferred  civil  service  annuity,  he  may  withdraw  his  contributions  from  the  Civil 
Service  Retirement  System  and  transfer  them  to  the  Social  Security  System  of  the 
Republic  of  Panama. 

When  all  these  conditions  for  employees  with  at  least  5  years  service  are  met, 
the  United  States  is  required  by  the  Treaty  to  make  a  payment  into  the  Social 
Security  System  of  the  Republic  of  Panama  equal  to  the  amount  withdrawn  by 
the  employee  and  contributed  l>y  the  employee  to  the  Panamanian  Social  Security 
System.  Under  the  proposed  legislation,  this  payment  will  be  taken  from  the  Civil 
Service  Retirement  and  Disability  Fund,  since  that  Fund  will  have  no  future 
obligation  towards  these  employees  or  their  survivors.  The  transfer  of  funds  was 
mandated  by  an  Agreement  in  Implementation  of  the  Treaty,  although  the  source 
of  the  funds  was  not  identified. 

Using  static  assumptions  based  on  updated  information  received  from  the 
Panama  Canal  Company  since  I  testified  before  the  House  Committees  in  Febru- 
ary and  March  of  this  year  we  estimate  that  enactment  of  the  liberalized  retire- 
uient  provisions  would  increase  the  unfunded  liability  of  the  retirement  fund  by 
approximately  .$219  million.  Under  existing  retirement  law  this  would  be  amor- 
tized in  30  equal  annual  payments,  of  $13.6  million.  If  the  Panama  Canal  Com- 
mission were  obligated  to  amortize  this  cost  over  20  years  under  H.R.  Ill  the 
annual  payment  out  of  Commission  appropriations  would  be  $16.7  million. 

The  above  liabilities  do  not  include  the  cost  of  transferring  money  to  the  Social 
Security  System  of  Panama  to  match  the  amount  of  employee  contributions  which 
certain  separated  Panama  Canal  Company/Goveimnient  employees  who  become 
enipl(»yed  by  the  trovernment  of  Panama  may  elect  to  have  paid  over  to  such  sys- 
tem. It  is  difficult  to  estimate  the  cost  of  this  provision  before  it  is  known  for 
certain  how  many  employees  may  be  involved  and  how  many  may  actually  elect 
to  make  a  transfer  of  their  own  contributions. 

The  employees  to  be  separated  by  reduction  in  force  will  tend  to  be  younger 
employees  who  lack  the  20  years  of  service  generally  required  for  early  retire- 
ment. In  separation  of  this  kind,  it  has  been  our  experience  that  the  majority  of 
separating  employees  immediately  re(!uest  a  refund.  Accordingly,  we  estimate 
that  only  about  300  employees,  with  the  required  5  or  more  years  of  service,  will 
actually  elect  to  transfer  their  retirement  contributions  to  the  .Social  Security 
System'  of  Panama  and,  thereby,  obligate  the  United  States,  and,  mider  the  pro- 
posed legislation,  the  Civil  Service  Retirement  Fund,  to  transfer  a  matching 
amount. 

Therefore,  we  estimate  that  the  cost  of  matching  retirement  contributions 
transferred  to  the  Social  Security  System  of  Panama  will  not  be  more  than  $1  and 
$2  million.  If  interest  were  to  be  required  to  be  paid  on  these  funds,  or  if  the 
actual  equitable  value  of  the  benefits  are  transferred,  as  H.R.  Ill  may  require, 
the  cost  would  be  higher. 

This  concludes  my  formal  testimony  on  these  bills.  I  will  be  happy  to  try  to 
answer  any  questions  you  may  have. 

Senator  Levin.  You  indicate  that  the  Honse  bill  provides  that  the 
early  retirement  benefits  will  come  out  of  tolls  ? 

Mr.  Campbell.  That  is  correct. 

Senator  LEVUsr.  And  the  administration  bill  ? 

Mr.  Campbell.  Would  come  from  a  permanent  appropriation  from 
the  Treasury. 

Senator  Levin,  All  right. 

You  testified  that  the  early  retirement  provisions  of  S.  1024  would 
increase  the  unfunded  liability  of  the  civil  service  retirement  fund 
by  approximately  $219  million,  I  believe  was  your  figure. 

]Mr.  Campbell.  Tb«t  is  correct,  on  the  basis  of  static  assumptions. 

Senator  Levin.  Why  has  the  administration's  current  estimate 
changed  so  markedly  from  its  earlier  estimate,  I  believe,  $150  million? 
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And  by  the  way,  GAO  estimates  $265  million  whereas  your  estimate 
is  $219  million.  Perhaps  you  could  also  explain  that  difference  to  us. 

Mr.  Campbell.  I  am  not  sure  1  can  explain  it  in  the  kind  of  detail 
that  the  committee  might  like,  but  I  can  give  you  some  information 
about  it. 

The  $150  million,  which  was  our  original  administration  estimate- 
was  based  on  the  assumption  that  there  would  not  be  any  special  bene- 
fits to  employees  from  the  company/government  who  transferred  to 
DOD  activities  there.  That  has  since  been  altered,  and  2,500  more 
employees  are  now  covered.  That  does  not  mean  2,500  employees  will 
take  advantage  of  it,  but  are  eligible  for  it. 

That  change  resulted  in  an  increase  in  our  estimate  from  $150  to 
$205  million. 

The  dift'erence  between  tlie  $205  million  and  the  $219  million  that  I 
provide  today  is  based  on  some  later  information  as  to  average  pay  of 
employees  who  may  be  eligible  for  retirement. 

The  difference  between  the  $219  million  and  a  figure  that  I  provided 
to  the  House  Post  Office  and  Civil  Service  Committee,  and  wliich  also 
was  approximately  the  same  as  data  brought  together  by  the  House 
committee,  is  the  difference  between  static  and  dynamic  assumptions 
about  the  future  cost  of  a  retirement  system.  The  static  assumptions 
assure  a  relatively  lower  inflation  than  has  been  the  case,  and  also 
assumes  no  basic  changes  in  benefits. 

If  you  do  a  dynamic  assumption,  you  try  to  make  your  best  predic- 
tion possible  about  what  inflation  will  do,  and  that  increases  the  cost. 
We  did  provide  both  static  assumption  information  and  dynamic  as- 
sumption information  to  the  House  committee,  and  I  would  be  happy 
to  supply  for  the  record  the  information  that  I  sent  to  the  chairman 
of  the  House  Post  Office  and  Civil  Service  Committee  which  does  out- 
line the  material  that  I  have  just  presented  here. 

Senator  Levix.  You  used  a  figure  of  $16.7  million  to  the  Commission  ? 

Mr.  Campbell.  That  is  Avhat  would  be  required  annually  to  amor- 
tize the  costs — the  cost  to  the  fund  of  the  liberalized  retirement. 

Senator  Levtx.  And  that  would  be  through  the  20-year  period  ? 

Mr.  Campbell.  That  is  through  the  20-year  ])eriod ;  right. 

Senator  Levin.  That  would  be  an  equal  amount  each  year  ? 

Mr.  Campbell.  Yes. 

Senator  Levix.  The  administration  has  indicated  that  it  seeks  spe- 
cial employee  provisions  in  S.  102-4  as  an  incentive  to  retain  needed 
canal  employees. 

Mr.  Campbell.  Right. 

Senator  Levin.  Is  the  proposal  for  early  retirement  eligibility,  with 
full  annuity  as  early  as  age  48,  consistent  with  this  goal  of  retaining 
needed  employees  ? 

Mr.  Campbell.  I  think  what  needs  to  be  explained  is  that  we  are 
trying  to  accomi)lish  two  goals  here.  One  is  to  provide  early  retirement 
for  those  employees  who  feel  that  due  to  the  change  they  no  longer 
can  remain  in  their  employment.  We  also  wish  to  simultaneously 
make  clear  to  em]>loyees  that  if  they  stay,  they  will  receive  a  more 
generous  retircMuent  benefit  than  would  otherwise  be  the  case,  and 
furthermore,  that  they  will  have  the  opportunity  for  earlier  retirement. 

We  believe  that  we  have  accomplished  both  purjioses  Avith  this  legis- 
lation, and  are  reassured  on  that  matter  in  our  discussions  with  the 
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ropresentatives  of  the  employees  there,  that — and  we  have  no  way  of 
estimating-  this  for  certain — some  people  will  take  early  ont  retirement, 
but  that  a  larger  number  than  woiild  otherwise  be  the  case  will  remain 
because  they  feel  protected  by  the  new  legislation  in  relationship  to 
their  retirement  possibilities. 

Senator  Levix.  OK. 

Senator  Thurmond  ? 

Senator  Thurmond.  We  are  glad  to  have  you  with  us,  Dr.  Campbell. 

]\Ir.  Campbell.  Thank  you  veiy  much,  sir. 

Senator  Thltimond.  Dr.  (\ampbell,  Avhat  are  the  labor  provision 
tlitferences  in  the  two  bills,  and  how  might  they  impact  on  the  cost? 

Mr.  Campbell.  Let  me  sunnnarize,  if  I  may,  the  differences. 

As  far  as  the  administration  bill  is  concerned,  title  VII  of  the  Civil 
Service  Keform  Act,  which  is  the  basic  labor  relations  provision  of  that 
legislation,  would  apply  to  all  executive  agencies  in  Panama  except  for 
the  Commission  itself.'  Title  VIT  would  apply  to  U.S.  citizens,  and 
then  as  is  normally  the  case  with  status-of-forces  agreements,  there 
would  be  worked  out  the  manner  in  which  labor  relations  were  con- 
ducted with  citizens  of  the  host  country,  and  that  is  a  standard  proce- 
dure that  DOD  uses  across  the  world. 

As  far  as  the  Commission  is  concerned,  the  basic  provisions  of  title 
A^'II  Avould  apply,  but  they  would  be  worked  out  in  a  labor  relations 
system  that  ai)piied  to  Commission  employees,  with  title  VII  provi- 
sions being  the  basic  g:uide. 

H.R.  111.  on  the  other  hand,  applies  title  VII  language  to  all  em- 
ployees, citizen  and  noncitizen,  in  both  the  executive  agencies  in  Pan- 
ama as  well  as  in  the  Commission. 

I  don't  really  think  I  can  respond  fully  to  the  cost  question  because 
first  of  all,  in  no  case  will  there  be  any  bargaining  for  pay  because  bar- 
gaining for  pay  is  not  authorized  under  title  VII.  Certainly  there  will 
be  some  increased  costs  in  relationship  to  the  fact  that  the  institutions 
of  the  Federal  labor  relations  system — the  Impasse  Panel  and  the 
FRLA — will  be  used  to  deal  with  disputes  that  cover  many  more  em- 
ployees if  H.R.  1 11  is  involved.  But  frankly,  I  think  the  cost  differences 
Avould  be  minimal. 

Senator  Thurmgxd.  I  have  a  few  other  questions  here.  I  think  you 
can  answer  these  for  the  record  if  you  would  like  to  do  so. 

Mr.  Campbell.  Thank  you. 

Senator  Thurmond.  It  would  save  time,  Mr.  Chairman. 

Senator  Levin.  Tliank  you,  Senator  Thurmond. 

[Questions  with  answers  supplied  follow :] 

QuESTioivs  Submitted  by  Senator  Strom  Thurmond 

Senator  Thurmond.  Dr.  Campbell,  what  is  the  current  cost  of  the  15  percent 
tropical  differential  paid  Panama  Canal  employees? 

Answer.  We  understand,  on  the  basis  of  information  from  the  agencies  involved, 
that  the  cost  of  the  15  percent  tropical  differential  Ls  about  $10.5  million  per  year. 

Senator  Thurmond.  What  would  be  the  cost  of  the  25  percent  differential  pro- 
posed in  these  bills? 

Answer.  There  is  currently  authority  under  section  146  of  title  2,  Canal  Zone 
Code,  to  set  the  tropical  differential  up  to  25  percent,  but  the  current  rate  of  15 
percent  is  all  that  the  agencies  involved  feel  they  need  at  the  present  time.  The 
hills  would  continue  the  present  statutory  maximum,  but  we  are  advised  by  the 
agencies  involved  that  they  have  no  present  plans  to  go  over  the  current  15  per- 
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cent  rate.  Thus,  the  cost  of  the  tropical  differential  would  not  be  changed  by  the 
bill. 

Senator  Thurmond.  Is  it  expected  that  a  differential  higher  than  15  percent 
will  be  needed  ? 

Answer.  We  think  it  is  useful  to  continue  the  existing  authority  to  set  the 
tropical  differential  as  high  as  25  percent.  We  are  not  certain  what  the  staffing 
situation  will  be  under  future  conditions,  and  it  is  not  inconceivable  that  more 
than  the  current  15  percent  may  be  needed  at  some  point. 

Mr.  Thurmond.  What  are  the  personnel  costs  of  H.R.  Ill  as  compared  with 
S. 1024? 

Answer.  Major  personnel  costs,  compared  are : 

H.R.  Ill  requires  payment  of  minimum  wage  to  U.S.  and  non-U.S.  employees 
of  the  Commission  and  the  Department  of  Defense.  Over  a  ten  year  period  this 
will  cost  the  Panama  Canal  Commission  an  estimated  $102  million ;  the  Depart- 
ment of  Defense  an  estimated  $83  million. 

H.R.  Ill  mandates  the  same  rate  of  base  pay  to  selected  groups  of  employees 
who  are  transferring  to  employment  by  the  Department  of  Defense.  The  provision 
affects  about  700  employees  at  an  estimated  cost  of  $1.5  million  per  year. 

H.R.  Ill  provides  for  sabbatical  leave  for  school  teachers  now  in  Canal  Zone 
government  who  will  become  employees  of  DOD.  This  will  cost  the  Department 
of  Defense  an  estimated  $100,000  per  year. 

H.R.  Ill  provides  for  the  cost  of  early  retirement  provisions  to  be  paid  from 
the  Canal  toll  base. 

S.  1024  provides  for  these  costs  to  be  paid  from  the  U.S.  Treasury.  This  is  an 
estimated  $219  million,  static  costs,  which  will  increase  in  the  unfunded  liability 
of  the  Civil  Service  retirement  fund. 

H.R.  Ill  and  S.  1024  provides  for  interest  payments  and  retirement  benelits 
transferred  from  the  Panal  Canal  Company  to  the  Panamanian  government  or 
to  DOD  including  non-appropriated  fund  activities.  This  cost  is  estimated  to  be 
$4  million. 

H.R.  Ill  and  S.  1024  provide  for  cost  of  living  allowances  to  non-U.S.  employees 
who,  prior  to  October  1,  enjoyed  commissionary  privileges  from  the  Panama  Canal 
Coniiiany  and  are  ineli-nhle  for  beiielits  under  DOD  regulations. 

Senator  Thurmond.  Why  do  these  costs  differ? 

Answer.  There  are  provisions  of  H.R.  Ill  which  are  not  in  S.  1024  at  this  time. 
The  early  retirement  provisions  of  the  two  bills  differ  in  source  of  funds.  H.R.  Ill 
would  meet  these  costs  from  the  Canal  toll  base,  S.  1024  from  U.S.  Treasury  funds. 
In  S.  1024  the  provisions  for  sabbatical  leave  for  teachers  calls  for  current  DOD 
policy  to  be  followed. 

Senator  Thurmond.  Provide  a  priority  ranking  of  these  benefits  along  with 
the  costs  ? 

Answer.  Major  benefits  and  costs  are : 

Efffimnted 
(million  fi) 

Early  retirement  provisions $219 

Cost  of  living  allowance 1.^4 

Payment  of  minimum  wage 1S5 

Mandated  rate  of  base  pay  to  select  groups  of  employees 1.  5 

Benefits  interest  payment 4 

Senator  Le\in.  Senator  Stennis,  did  you  have  any  questions  for 
Dr.  Campbell?  ^ 

Cliairman  Stenxts.  Well,  I  thank  you  very  much.  I  am  sorry  I 
didn't  <;et  to  hear  hi«  testimony,  but  I  will  pass.  ' 

Senator  Levin.  There  are  about  four  other  questions  that  I  would 
also  submit  to  you  for  the  record. 

Mr.  Ca:mpbell.  I  M'ill  supply  the  answers. 

Senator  Levix.  Just  one  very  brief  one.  however. 

You  indicated  that  you  thou<ilit  the  differences  in  the  costs  to  pro- 
vide for  title  VTI  coverage  in  the  one  bill,  or  to  provide  the  alternative 
in  the  other  bill,  would  be  ahout  the  same. 

Mr.  Camprfxt..  T  don't  think  there  woidd  be  substantial  dilTerence. 

Senator  Levin.  Would  you  care  to  speculate  as  to  which  Avould  cost 
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more  if  there  were  a  difference,  which  bill,  relative  to  just  the  title  VII 
question. 

Mr.  Campbell.  Again,  I  do  not  think  it  would  be  great,  but  on  the 
basis  of  the  use  of  the  institutions  of  the  Federal  labor  relations  sys- 
tem for  all  labor  relations  matters,  I  believe  that  as  far  as  the  United 
States  is  concerned,  there  would  be  somewhat  more  costs  related  to 
H.R.  Ill  than  the  administration's  original  proposal. 

Senator  Levin.  Would  you  give  us  some  documentation  for  your 
conclusion  for  the  record  ? 

Mr.  Campbell.  I  will  indeed. 

[Questions  submitted  by  Senator  Levin  and  answered  for  the  record 
follow :] 

Questions  Submitted  by  Senator  Carl  Levin 

Senator  Levin.  GAO  estimates  that  the  Company  and  the  Canal  Zone  Govern- 
ment will  incnr  a  severance  pay  liability  of  about  $4.6  million  by  terminating 
some  2,044  employees.  About  464  of  these  employees  will  not  be  reemployed  by 
Panama  or  any  government  agency.  GAO  estimates  the  total  cost  of  their  sever- 
ance pay  at  about  $1.1  million.  About  1,580  employees  will  be  reemployed  by 
Panama  almost  immediately  to  iierform  their  same  duties.  GAO  estimates  the 
total  cost  of  their  severance  pay  to  be  about  $3.5  million. 

Do  you  concur  with  these  GAO  estimates?  Does  the  Department  of  Defense? 
What  is  the  rationale  for  spending  approximately  $3.5  million  in  severance  pay 
for  employees  who  will  continue  in  their  current  positions,  albeit  with  a  dilTerent 
employer  V 

Mr.  Campbell.  We  have  been  advised  by  the  Panama  Canal  Company  that  more 
recent  estimates  indicate  that  the  Panama  Canal  Company  and  the  Canal 
Zone  Government  will  incur  a  severance  pay  liability  ox  $3.5  million  resulting 
from  the  termination  of  1,730  employees.  About  1,200  of  these  will  be  reemployed 
by  the  Republic  of  Panama  almost  immediately  to  perform  their  same  duties.  ^ 
The  severance  pay  liability  for  these  employees  is  about  $2.5  million.  3Iost 
of  the  remaining  500  are  expected  to  be  reemployed  by  the  Republic  of  Panama 
or  a  Federal  or  non-Federal  activity  within  the  next  12  months.  The  liai  ility 
for  these  employees  is  about  $1  million.  However,  if  any  of  these  employees 
are  reemployed  by  the  Federal  Government  before  the  end  of  the  period  covered 
by  payments  of  severance  pay,  the  payments  will  be  discontinred  beginning 
with  the  date  of  reemployment. 

The  principle  underlying  our  regulatory  exclusions  from  severance  pay  is 
that  we  don't  think  the  Government  should  pay  severance  pay  to  people  who  do 
not  suffer  a  significant  adverse  impact  from  their  separation  from  Federal 
employment.  While  the  people  who  are  hired  by  the  Panamanian  government 
will  liot  become  unemployed  as  a  result  of  the  termination  of  their  Federal 
activity,  it  appears  that  there  is  no  assurance  that  they  will  not  suffer  some  lessen- 
ing of  "benefits,  to  say  nothing  of  the  uncertainty  of  the  future  of  their  employ- 
ment with  the  Panamanian  government.  Under  these  circumstances,  the  provision 
of  severance  pay  would  not  be  inconsistent  with  the  treatment  provded  other 
Federal  employees  in  other  transfers  of  function. 

Senator  Levin.  Are  employees  of  the  Panama  Canal  Company  who  continue 
to  work  at  the  same  job  entitled  to  severance  pay  when  the  functions  they  are 
pei-forming  are  transferred  to  Panama?  If  so,  please  explain  the  relevant  law 
and  Civil  Service  regulations. 

Mr.  Campbell.  We  understand  that  about  3.000  notices  of  reduction-in-foi-ce 
were  issued  to  employees  of  the  Panama  Canal  Company  and  the  Canal  Zone 
Government  on  June  25,  1979.  Many  of  these  employees  will  be  offered  employ- 
ment with  the  Panama  Canal  Commission,  and  will  not  be  entitled  to  severance 
pay,  regardless  of  whether  they  are  hired  by  the  Republic  of  Panama  subsequent 
pay.  Of  the  remaining  employees,  those  otherwise  eligible  will  receive  severance 
to  their  separation. 

The  law  involved  here  is  5  U.S.C.  5595.  which  provides  severance  pay  for 
any  Federal  employee  who  meets  certain  eligibility  conditions  and  is  separated 
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involuntarily  from  Federal  employment.  However,  under  5  U.S.C.  5595 (a)  (viii), 
the  Office  of  Personnel  Management  has  the  authority  (delegated  hy  the  Presi- 
dent) to  exclude  categories  of  employees  from  entitlement  to  severance  pay.  The 
exclusions  0PM  has  established  appear  in  section  5.")O.701(b)  of  OPM"s  regula- 
tions (5  CFR  550.701(b)).  Among  other  things,  this  regulation  excludes  fnmi 
entitlement  to  severance  pay  employees  who  are  separated  in  a  transfer  of 
function  and  are  offered  "comparable  employment"  with  (A)  a  private  organiza- 
tion or  (B)  a  "public  non-Federal  organization  created  in  whole  or  in  part 
pursuant  to  an  act  of  Congress." 

The  Government  of  the  Republic  of  Panama  clearly  does  not  fall  within  (A) 
or  (B),  and  the  exclusion  from  severance  pay  would  thus  not  apply.  Further- 
more, we  understand  that  there  is  no  assurance  that  the  offered  employment 
with  the  Government  of  the  Republic  of  Panama  will  be  fully  comparable  with 
the  previous  Federal  employment. 

Accordingly,  we  would  agree  with  GAO  and  the  Panama  Canal  Company 
that  these  employees  who  are  separated  will  be  entitled  to  severance  pay,  if 
otherwise  eligible,  under  existing  law  and  regulations. 

Senator  Levin.  In  your  testimony  you  stated  that  in  developing  your  place- 
ment assistance  program.  OPM  was  very  much  concerned  that  other  displaced 
Federal  employees  in  th4»  X\S.  not  be  denied  the  consideration  to  which  they  are 
entitled.  Yet  much  concern  has  been  expressed  during  the  del)ate  in  the  House 
ana  elsewhere  that  your  placement  program  would  give  Canal  employees  special 
preference  over  other  Federal  employees  who  have  been  invohintarily  separated. 

Does  OPM's  program  give  Canal  employees  a  si^ecial  and  more  advantageous 
placement  assistance  program  than  that  available  to  other  employees?  For 
example,  do  these  employees  have  a  greater  placement  preference  than  em- 
ployees who  are  undergoing  a  reduction  in  force  at  Fort  Dix?  If  so,  is  this  fair? 

Mr.  Campbell.  No  :  the  Panama  Canal  Placement  Assistance  Program  does 
not  give  Canal  Zone  employees  more  advantageous  placement  assistance  than 
that  afforded  other  Federal  employees  under  the  Displaced  Employes  Program, 
including  those  displaced  employees  at  Fort  Dix,  New  Jersey,  for  example.  As 
I  indicated  in  previous  testimony,  when  Canal  Zone  employees  are  registered 
for  the  same  aeographic  area,  grade  level (s)  and  occupational  fields  as  other 
displaced  employees,  the  other  displaced  employees  will  receive  the  same  degree 
of  placement  consideratif)n  as  Canal  Zone  employees.  Agencies  will  be  referred 
Canal  Zone  and  other  displaced  employees  at  the  same  time  and  they  will  be 
permitted  to  select  from  either  group. 

Senator  Levin.  You  have  discussed  generally  in  your  testimony  the  differences 
between  S.  1024  and  H.R.  Ill  in  the  area  of  labor-management  relations.  Does 
GPM  have  a  strong  preferenc*e  for  one  approach  over  the  other?  Is  either  ap- 
proach workable?  Is  it  fair  to  say  that  the  only  major  difference  between  the  two 
is  the  role  of  the  Federal  Labor  Relations  Authority?  What  are  the  advantages 
and  disadvantages  of  giving  the  Federal  Labor  Relations  Authority  a  role  in 
the  Commission's  labor-management  system? 

Mr.  Campbell.  OPM  has  not  taken  a  rigid  position  before  the  Committee  on 
the  labor  relations  differences  because  we  would  not  have  to  live  under  whichever 
approach  is  adopted  for  ojterations  in  Panama.  Defense.  State  and  the  other 
Federal  agencies  located  there  would.  Either  approach  could  be  made  to  work, 
in  our  view,  although  we  believe  S.  1024  would  i)resent  fewer  problems. 

The  role  of  the  FLRA,  regarding  non-T".S.  citizen  coverage,  is  not  the  only 
ma.ior  difference  between  the  labor  relations  provisions  in  H.R.  Ill  and  S.  1024. 
There  is  also  the  important  matter  of  how  supervisors  are  treated.  Like  title 
VII.  S.  1024  generally  would  make  them  an  integral  part  of  the  management 
team.  H.R.  Ill  would  go  beyond  title  VII  and  include  supervisors  in  bargaining 
units  tf>gether  with  the  employees  they  sui>ervise  whenever  a  union  has  repre- 
sented them,  however  informally  in  the  past. 

Other  Administration  witnesses  have  mentioned  some  of  the  pros  and  cons 
of  extending  FLRA  jurisdiction  to  cover  the  Panama  Canal  Commission.  I  would 
only  add  a  word  about  the  resource  implications  for  the  Authority.  H.R.  Ill 
would  place  approximately  1S.200  more  employees  under  FLRA  jurisdiction  — 
."...SOO  IT.S.  citizen  employees  of  the  Commission  jtlns  14.400  non-TT.S.  citizens  em- 
ployed by  Federal  agencies  in  Panama.  Whether  or  not  there  are  offsettins  ad- 
vantages in  extending  FLRA  jurisdiction  to  them,  we  shoidd  bear  in  mind  these 
resource  implications  for  the  Authority. 

While  the  Administration  bill  would  require  the  establishment  of  a  local 
Panama  area  labor  relations  board  to  settle  disputes,  and  also  require  the  hir- 
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ins  of  a  small  support  staff,  it  would  not  entail  the  resource  and  travel  costs  of 
extending  jurisdiction  to  every  employee  in  Panama.  H.R.  Ill  would  require 
sending  AL-J's.  investigators,  members  of  the  General  Counsel's  staff,  and  pos- 
sibly niediators  to  the  Panama  area  to  deal  with  labor-management  issues.  Never- 
theless, in  my  judgment,  the  costs  would  be  under  either  approach  with  no 
readily  determined  differences. 

Senator  Levix.  Ao;ain.  we  want  to  thank  yon  very  mncli  for  comino^, 
Dr.  Campbell.  Yonr  testimony  has  been  most  helpful. 

I  am  wonderintr  if  now  we  could  call  on  Governor  Parfitt  again. 
This  is  becoming  a  regular  proceeding.  Governor. 

It  is  good  to  have  you,  as  always,  and  your  testimony  was  very  coin- 
plete  and  thorough  yesterday.  There  is  no  intention  of  going  through  it 
all  again.  However,  there  are  a  couple  of  questions  that  I  have,  and 
others  may  also  have  some  questions  in  this  area. 

First,  lam  wondering  if  you  Avould  briefly  tell  us  again,  why  you 
favor  the  corporate  form.  AVe  heard  testimony  this  morning  froni  three 
members  of  the  House  of  Representatives,  as  I  understand  it,  all  of 
whom  oppose  the  bill,  by  the  way,  which  came  out  of  the  House  of 
Representatives,  but  they  all  seemed  to  agree  that  that  part  of  the  bill, 
at  least,  that  they  opposed  was  correct,  and  that  was  the  part  which 
provided  that  we  go  back  to  an  agency  form. 

Now,  how  long  have  you  been  Governor  down  there  ? 

STATEMENT  OF  MAJ.  GEN.  H.  R.  PARFITT,  GOVERNOR  OF  THE 

CANAL  ZONE 

Governor  Parfitt.  About  4yi  years,  sir. 

Senator  Levtx.  Yon  testified  yestei'day  relative  to  this.  T  don't 
want  you  necessarily  to  re])eat  all  of  your  testimony,  but  I  think  it 
would  help  to  give  us  some  juxtaposition  of  thoughts  if  you  could  kind 
of  summarize  why  it  is  that  j^ou  stated  that  you  prefer  the  corporate 
form  to  the  agency  form. 

Governor  Parfitt.  Yes,  sir,  I  will  be  glad  to  summarize  again. 

First  and  foremost  is  the  record  of  perfonnance  of  the  Panama 
Canal  Company  under  the  corporate  form.  It  has  been  outstanding, 
probablv  unique  in  Federal  agencies. 

Second,  we  have  an  organization  there  now^  which  understands  the 
corjjorate  form.  We  have  a  structure  that  is  performine;  very  well  in 
the  activities  required  by  that  corporate  form,  and  to  disru]3t  them  at 
this  particular  time  with  all  the  other  disruptions  would  be  unneces- 
sarily complicating. 

Third,  there  is  a  great  deal  of  flexibility  provided  in  the  corporate 
form,  more  flexibility  than  would  be  provided  under  the  appropriated 
form. 

The  normal  course  of  business  in  the  Panama  Canal  is  a  fluctuating 
one.  There  are  snbstantial  swings  in  business,  both  in  terms  of  traffic, 
and  in  terms  of  unforeseen  requirements  for  maintenance.  The  appro- 
priated process  does  not  res]>ond  to  that  very  timely.  It  would  require 
a  supplemental  process  with  considerable  delays.  The  cori3orate 
form  permits  a  responsive,  immediate  reaction  to  those  changing 
circumstances. 

And  last,  the  argiunents  for  self-discipline.  The  organization  now 
must  operate  within  its  own  resources.  There  is  a  certain  inherent, 
built-in  discipline  when  you  are  operating  on  a  profit-and-loss  basis. 
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,  To  convert  to  operating-  out  of  appropriated  funds  would  chang;8  the 
;  thinking  of  people  to  limiting  expenditures  to  the  funds  that  have  been 
appropriated,  which  may  indeed  be  in  excess  to  the  needs  of  the 
organization. 

So  I  would  like  the  corporate  form  for  self-discipline  as  well.  And  so 
for  these  reasons  I  would  prefer  the  corporate  form  over  the  appro- 
priated fund  process. 

Senator  Levin.  Is  there  congressional  control  over  the  corporate 
form  ? 

Governor  Parfitt,  Yes ;  I  failed  to  mention  that.  There  is  consid- 
erable control  exercised  now  by  the  Government  over  the  corporate 
form.  I  think  this  is  commonly  misunderstood.  The  budgets  of  the 
Panama  Canal  Company  are  reviewed  by  the  Appropriations  Com- 
mittees of  the  House  and  of  the  Senate.  During  these  reviews,  the 
Senate  and  the  House  do  impose  controls  as  they  see  fit,  both  controls 
on  our  capital  funding  and  controls  on  some  of  our  operational  funds 
as  well.  At  the  same  time,  we  are  audited  by  the  GAO  and  those  audits 
are  made  available  to  the  Congress. 

So  I  think  that  there  are  adequate  controls,  and  the  Congress  has 
the  ability  to  tighten  those  controls  even  imder  the  corporate  form  if 
they  so  desire. 

Senator  TJE^^:N■.  Senator  Stennis,  I  call  on  you  first. 

Chairman  Stennis.  Well,  Governor,  you  have  covered  this.  I  am 
interested  in  this  point.  It  seems  to  be  a  major  point  in  the  House,  and 
I  have  great  respect  for  their  opinions  over  there.  This  may  be  an 
issue  here  with  us.  I  don't  know.  But  let  me  see  if  we  can  make  a  com- 
parison here.  I  am  familiar  in  a  general  way  with  the  operations  of 
the  Tennessee  Valley  Authority,  TVA,  not  intimately  familiar,  but 
in  a  general  way  I  think  they  operate  under  the  corporate  form,  do 
they  not? 

Governor  Parfitt.  That  is  what  I  understand,  sir;  yes. 

Chairman  Stennis.  In  my  opinion,  they  have  been  outstanding  in 
their  operation  for  30  or  40  years.  Where  I  live  is  within  their  area, 
though  I  haven't  had  any  direct  contact  witli  them  exc€])t  as  a  Senator, 
but  is  there  a  comparable  situation  there,  if  you  can  speak  on  that? 

Governor  Parfitt.  I  understand — I  am  not  really  familiar  with  tlie 
details  of  the  TVA  operation,  but  I  understand  in  general,  the  same 
circumstances  pertain.  But  I  can  say  that  from  our  standpoint,  the 
Panama  Canal  Company  has  been  very,  very  successful,  and  we  have 
lived  within  our  own  resources.  It  has  not  cost  the  taxpayer  money 
operating  under  this  system. 

Chairman  Stt.nnis,  Yes.  Well,  I  would  perhaps  personally  lean 
toward  the  Commission  or  the  Congress  having  a  direct  say,  except 
I  know  that  if  this  thinjr  has  ffrown  to  where  we  don't  have  a  chance 
to  have  intimate  personal  knowledge  of  all  these  commissions  and  all 
these  groups,  even  all  the  departments,  that  it  just  can't  be  done  in 
the  course  of  12  months,  the  intimate  knowledge  that  the  subject  matter 
deserves.  So  there  is  going  to  have  to  be  something  done  toward  meet- 
ing that  situation. 

Your  experience  is  how  long,  over  what  period  of  time  ? 

Governor  Parfitt.  I  have  served  in  total  about  71/^  years  in  the 
Panama  Canal  Company,  about  31/4  years  as  Lieutenant  Governor, 
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1965  to  1968,  and  subsequently  as  the  Governor  in  my  current  position 
the  last  41/4  yeai-s. 

Chairman  S^fennis.  And  you  know  from  your  own  personal  knowl- 
edge about  these  operations  and  how  the  system  works  ? 

Governor  Parfitt.  I  believe  I  am  intimately  acquainted  with  the 
details,  yes,  sir. 

Chairman  Stennis.  You  have  a  rather  complete  statement  here  on 
the  subject? 

Governor  PARrrrr.  Yes,  sir,  I  have  included  it  in  my  statement 
as  well. 

Chairman  Stennis.  Well,  I  won't  take  any  more  time  now.  I  am 
just  glad  to  exchange  this  thought  with  you  and  get  an  impression 
from  you. 

Tender  the  circumstances  of  time  pressure,  Mr.  Chairman,  I  have 
no  further  questions. 

Senator  Levin.  Thank  you. 

Senator  Thurmond? 

Senator  Thurmond.  Governor  Parfitt,  I  am  glad  to  see  you  again, 
glad  to  have  you  with  us.  I  had  to  be  in  the  Senate  yesterday  on  the 
Direct  Election  of  the  President  bill  and  could  not  be  here,  but  I 
submitted  sof»e  questions  to  be  answered,  and  I  would  appreciate  it  if 
you  would  answer  those. 

I  only  have  two  or  three  more  here. 

Governor  Parfitt,  is  there  any  reason  why  the  canal  could  not  be 
self-sustaining  mider  the  appropriated  fund  approach? 

Governor  Parfitt.  No,  sir,  I  would  have  to  say  the  canal  can  oper- 
ate under  the  appropriated  fund,  but  T  don't  believe  as  efficiently  as 
it  woidd  under  the  corporate  form.  But  it  can  operate  under  the  ap- 
propriated form. 

Senator  TinTrtMOND.  Governor,  does  not  the  $40  million  emergency 
fund  give  you  flexibility  under  the  appropriated  fund  approach  ? 

Governor  Parfitt.  During  discussions,  during  some  of  my  testi- 
mony with  the  House,  the  House  was  very  accommodating  in  this 
regard,  and  it  does  provide  a  considerable  degree  of  flexibility,  not 
the  same  degree  of  flexibility  as  the  corporate  form,  but  substantial 
flexibility  over  the  original  form  of  IT.E.  111.  It  is  very  helpful. 

Senator  Thurmond.  Governor  Parfitt,  if  we  put  too  many  costs 
in  the  toll  base,  will  this  not  threaten  the  economic  life  of  the  canal 
by  increasing  tolls  and  reducing  transits  ? 

Governor  Parfitt.  It  could  potentially,  yes,  sir,  and  that  is  one  of 
our  concerns. 

Senator  THtTtMOND.  Governor  Parfitt,  if  oil  shipments  end,  can  the 
canal  be  self-sustaining  under  this  bill  ? 

Governor  Parfitt.  I  can't  give  a  positive  yes  or  no  answer  on  that, 
sir,  but  it  would  be  extremely  more  difficult  and  would  immediately 
occasion  substantial  increases  in  tolls  beyond  those  I  had  originally 
projected. 

Senator  Thurmond.  And  what  are  the  chances  of  the  oil  shipments 
being  reduced,  and  about  when  ? 

Governor  Parfitt.  We  predicted  that  for  this  year,  shipments  would 
bring  in  revenues  of  about  $26  million.  That  has  already  eroded  some- 
what. We  now  predict  about  $20  million. 
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I  have  been  talkino;  to  some  of  the  representatives  of  the  oil  com- 
panies who  bring  the  oil  from  Alaska,  and  they  indicate  that  levels 
should  be.  sustained  at  least  through  the  next  yeaV.  So  we  are  counting 
on  about  $20  million  of  revenues. 

We  are  concerned  that  over  the  near  term,  that  source  of  revenue 
could  dry  up,  and  it  could  dry  up  by  virtue  of  several  decisions  that 
could  be  inade.  There  are  schemes  afoot  to  provide  alternative  rout- 
ings, one  of  which  would  be  pipeline  systems.  Those  would  require 
2  or  3  years  for  construction,  however. 

I^uf  tliei-e  are  other  alternative  political  solutions  that  surface  now 
and  again,  for  example,  tradeoffs  with  Japan.  If  those  decisions  were 
to  be  reached,  that  flow  could  be  turned  off  almost  immediately. 

Senator  Thurmond.  And  if  you  have  the  land  bridge,  of  course,  that 
would  reduce  the  shipments  of  connnodities. 

Governor  Parfitt.  Well,  the  land  bridge  itself  I  don't  believe  pro- 
vides a  viable  alternative  for  the  flow  of  oil.  but  it  does  for  other  com- 
modities, that  is  correct,  sir.  And  we  are  already  getting  diversions  of 
traffic  through  the  land  bridge,  and  that  is  one  of  the  concerns  of  the 
shippers,  that  if  the  tolls  go  too  high,  there  will  be  more  and  more 
diversions,  and.  therefore,  the  lesser  the  traffic,  the  more  tolls  increase, 
and  eventually  it  becomes  self-defeating. 

Senator  Tiiurmoxd.  Could  you  give  a  specific  example  of  that? 
Go\'ernor  PARprrT.  Of  the  diversion,  sir? 
Senator  Ttiurmoxd.  Yes. 

Governor  Parfitt.  Well,  as  T  understand  it  now,  some  of  the  com- 
modities in  the  JNIidwest,  rather  than  going  down  the  Mississippi  to 
tlie  gulf  and  through  the  Panama  Canal,  if  they  have  convenient 
arrangements  with  the  rails,  will  go  by  rail  to  the  west  coast,  and  then 
via  the  west  coast  into  Japan,  Avhich  is  one  of  our  big  trade  patterns. 

There  are  other  diversions  that  come  into  play.  We  have  coal  that 
now  goes  from  Hampton  Roads  through  the  Panama  Canal  to  the  Far 
East.  On  some  occasions  the  large  tankers  will  load  up  at  Hampton 
Roacls.  top  off  over  in  Africa  and  go  around  the  horn  into  the  Far 
East.  So  thei'e  are  various  alternatives  and  various  rationales  for 
deviating  from  the  Panama  Canal.  We  have  to  watch  that  very  closely. 
Senatoi-  Thirmoxd.  Governor  Parfitt,  what  would  be  the  worst 
effpct  on  American  ports  by  these  treaties? 

Governor  Parfitt.  Other  than  closure,  the  worst  effect  would  be  if 
we  had  a  tolls  increase  which  would  substantially  diminish  the  flow  of 
cargo  through  the  Panama  Canal.  This  would,  of  course,  back  up  and 
advor-ely  impact  on  the  gulf  coast  partirularh\  and  the  east  coast  of 
the  Ignited  States,  and  also  to  some  degree  on  the  commodity  shippers. 
T  don't  think  at  this  particular  point  in  time  that  the  tolls  that  we 
are  proposing  would  have  that  result,  but  in  the  future,  if  there  were 
a  dimimition  in  transfei's  of  North  Slope  oil.  if  there  were  a  recession, 
if  there  are  substantial  deci-eases  in  other  volumes  of  traffic  and  we  had 
to  substantially  increase  tolls,  then  I  think  that  could  well  happen. 

So,  we  are  concerned  that  there  not  be  too  heavy  costs  laden  onto  the 
shipper  at  this  point  in  time  for  that  reason. 

Senator  Thurmond.  Thank  you  very  much.  Governor. 
That's  all,  Mr.  Chairman. 

Senator  Levix.  Relative  to  that  point,  yesterday  you  indicated  that 
you  thought  you  could  handle  a  30-  or  35-percent  toll  increase.  The 
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House  bill,  the  Murphy  bill  has  provided  that  the  ea.rly  retirement 
benefits,  the  interest  to  the  U.S.  Treasury,  plus  the  payment  to  Panama 
all  be  added  to  the  tolls.  That  would  result  in  about  a  30-  to  35-percent 
toll  increase,  as  I  understand  it. 

Is  that  correct  ? 

Governor  Parfitt.  Our  estimates  was  about  33.8  percent,  the  best 
figures  we  haAe  right  now. 

Senator  Levin.  So,  to  translate  that,  what  you  are  saying  is  that 
the,  as  I  understand  it,  is  that  we  could  adopt  those  provisions,  for 
instance,  of  H.R.  Ill — and  by  the  way,  I  am  inclined  to  support  that 
part  of  H.R.  Ill  which  provides  for  the  tolls  to  pay  for  the  three  pay- 
ments that  I  just  mentioned,  but  we  could  do  that,  we  could  adopt  that 
portion  of  the  Murphy  bill  without  jeopardizing  the  traffic  through  the 
Panama  Canal. 

Governor  Parfitt.  If  I  might,  I  would  like  to  clarify  that  point  a  bit. 

We  have  made  many  sensitivity  studies  with  an  attempt  to  determine 
how  high  you  can  raise  tolls  without  being  counterproductive.  Most 
of  those  studies  come  up  with  a  conclusion  with  which  we  agree,  that 
today  we  could  raise  tolls — up  to  25  percent  with  very  little  impact 
on  commodity  flow.  Between  25  and  40  percent,  you  begin  to  have  an 
impact,  and  you  begin  to  diminish  the  total  flow  of  traffic,  but  still  it 
is  Avithin  reasonable  bounds.  Beyond  40  percent  there  is  rather  sharp 
diminution  in  cargoes. 

Now,  the  other  point  I  would  make  in  connection  with  this,  however, 
is  that  the  impact  of  tolls  increases  are  felt  greater  over  time  than  they 
are  in  the  first  year.  We  are  talking  now  about  a  tolls  increase  in  the 
first  year,  and  whatever  im]:)act  it  would  be,  it  would  be  very  little,  but 
over  time,  the  shippers  and  the  owners  of  the  products  have  time  to 
divert  and  figure  out  other  alternatives.  So,  there  is  a  larger  impact  over 
time. 

Though  both  of  the  bills  under  consideration  come  within  these 
percentage  figures  I  have  civen.  one  being  19  percent  for  the  adminis- 
tration bill,  33.8  percent  for  H.R.  Ill,  there  is  that  out  in  the  future 
unknown  or  uncertainty,  so  that  the  higher  you  get,  the  more  uncer- 
taintv  in  the  future  of  what  may  happen,  what  may  impact  on  you, 
])articidarlv.  for  example,  if  Nortli  Slo])e  oil  were  to  divert  immedi- 
ately. I  testified  yesterday  in  the  case  of  the  administration  bill,  assum- 
ing all  North  Slo])e  oil  were  diverted,  that  19  percent  would  increase 
to  28.6  percent,  and  with  H.R.  111.  the  33.8  percent  would  increase  to 
44.9  percent. 

What  I  am  suggesting  is  we  should  be  careful  not  to  overload  the 
toll  system  at  this  particular  ])oint  in  time  because  down  the  road  you 
mav  I'un  into  some  problems  tliat  Ave  cannot  now  forecast. 

Senator  Levtx.  In  a  nutshell,  do  you  consider  the  Murphy  bill  to 
provide  for  an  overload  ? 

Governor  Parfitt.  No;  its  current  requirements  could  be  accommo- 
dated. It  incurs  more  risk  than  the  administration  bill,  but  it  could 
be  accommodated. 

Senator  Levin.  In  vour  statement  of  yesterday  you  talked  about  the 
provisions  of  both  bills  which  would  confer  special  immigrant  status 
on  certain  employees  of  the  company. 

How  many  eligible  applicants  do  you  expect  would  actually  seek 
such  status? 
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Governor  Parfitt.  This  is  hard  to  predict,  and  really  it  is  pure  con- 
jecture. Some  of  my  staff  have  attempted  to  arrive  at  a  figure,  and  the 
closest  figure  we  have  come  to  is  about  20  percejit  of  the  eligibles.  The 
eligibles  in  the  case  of  the  Commission  would  be  about  48,0UU.  I  under- 
stand that  there  are  other  employees  of  the  military  which  make  the 
total  about  61,000,  so  if  you  took  20  percent  of  that  you  would  have 
a  maximmn,  say,  of  about  12,000.  But  that  is  pure  conjecture.  There  is 
no  way  at  this  i^oint  in  time  to  discern  how  many  would  elect  to  exercise 
this  option. 

Senator  Levix.  Is  that  special  immigrant  status  in  the  administra- 
tion bill  an  important  item  insofar  as  employee  morale  is  concerned  'i 

Governor  Parfitt.  It  is,  so  far  as  the  non-U.S.  citizens  are  concerned, 
and  I  think  that  is  important.  This  is  a  special  group  of  people  who 
are  potentially  very  adversely  imj^acted  by  the  treaty,  who  feel  very, 
very  close  to  the  United  States,  and  I  believe  that  the  provisions  of  the 
administration  bill  should  be  strongly  supported. 

Senator  Levin.  How  would  you  react  to  the  idea  of  placing  a  limit 
on  the  number  of  immigrants  who  would  be  admitted  under  that 
provision  ? 

Governor  Parfitt.  I  would  believe  it  to  be  unnecessarily  restrictive. 
As  I  indicated,  I  don't  believe  that  many,  many  more  would  opt  for 
it,  but  I  think  it  would  be  viewed  as  somewhat  of  an  insult  to  the 
group  of  people  who  are  seeking  this  particular  privilege,  which  I 
think  is  justified. 

Senator  I^evix.  Do  you  anticipate  that  those  employees  of  the  com- 
pany who  continue  to  v.-ork  at  the  same  job  will  receive  severance  pay 
if  the  function  they  perform  remains  essentially  the  same  ? 

Governor  Parfitt.  If  I  understand  your  question  correctly,  if  indi- 
viduals no  longer  work  for  the  I'^.S.  Government  but  transfer  to  a 
function  that  goes  to  Panama,  if  that  is  the  circumstance  you  are 
suggesting,  then  yes,  they  would  be  entitled  to  the  severance  pay  from 
the  IT.S.  Government  and  they  would  then  begin  to  work  for  private 
entrepreneurs  or  the  Panamanian  Government  under  whatever  terms 
and  arrangements  thev  would  make. 

Senator  LE^^x.  Is  that  justifiable  if  they  are  doing  the  same  job? 

Governor  Parfitt.  Well,  it  is  the  same  "as  if  the  Government  were 
to  go  out  of  business  in  any  area  and  it  were  taken  over  by  a  private 
entrepreneur,  the  private  enterpreneur  happened  to  hire  the  Federal 
employee,  the  Federal  employee  would  be  entitled  to  that  which  he 
earned  while  he  Mas  an  employee  of  the  Federal  Government. 

So  I  look  at  it  as  two  different  situations.  In  one  case  they  are  work- 
ing for  the  Federal  Government ;  in  the  next  case  they  are  working  for 
somebody  else,  and  they  are  two  separate,  arm's  length  deals. 

Senator  Levix.  Are  there  any  other  questions? 

Chairman  Stexxis.  Mr,  Chairman,  I  have  one  question. 

Senator  Levix.  Chairman  Stennis. 

Chairman  Stexxis.  Thank  you. 

Going  bark  over  the  same  ground,  Governor,  you  were  talking  about 
the  worst  things  that  could  happen  to  the  canal  and  the  diminution  of 
the  tonnage  tlirough  the  canal.  You  referred  to  the  east  coast  and  the 
gidf  coast  area,  the  impact  on  them.  Wliat  items,  commercial  items, 
were  you  referring  to,  the  shippage  ?  Oil  ? 
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Governor  PARrrrT.  No ;  I  am  primarily  thinking  of  other  commodi- 
ties, and  I  think  one  of  the  heaviest  woidd  be  grains,  but  other  general 
and  bulk  cargoes  as  well.  Grain  happens  to  be  one  of  our  biggest  com- 
modities. 

The  possibility,  of  course,  is  diversion  via  the  minibridge  or  land 
bridge. 

Chairman  Stennis.  Well,  that  would  be  export  grain  you  are  talk- 
ing about. 

Governor  Parfitt.  Export  grain  I  am  speaking  about.  I  am  speak- 
ing also  of  other  export  and  import  products,  and  primarily  coming 
from  the  Far  East  because  that  is  our  biggest  trade  route.  But  if  the 
tolls  were  too  high,  those  could  divert.  They  could  divert  for  example, 
using  the  container  ship  mode,  come  to  the  west  coast  ports,  and  go 
across  the  United  States  by  rail. 

Chairman  Si-ennis.  But  you  say  trade  from  the  Far  East,  import 
trade.  What  are  some  of  those  commodities  tliat  come  through  tlie 
canal  and  come  up  to  the  east  coast  or  to  the  gulf  coast  ? 

Governor  Parfitt.  They  are  automobiles,  manufactured  steel  prod- 
ucts, electronies,  steel  shapes. 

Chairman  Stexnts.  So  it  is  just  general  commerce  and  industrial 
production  of  a  high  order,  not  just  mass  material  or  raw  material. 

Governor  Parfitt.  Well,  that's  correct.  It  is  not  necessarily  the  bulk 
commodities,  it  is  a  composite  of  all  the  array  of  sophisticated  machin- 
ery, raw  materials,  steel,  foods,  chemicals,  automobiles,  electronics,  and 
so  forth. 

So  it  is  a  matter  of  a  diversion  of  traffic  that  now  goes  through  the 
Panama  Canal  to  the  ports,  which  potentially  could  divert  to  the  west 
coast  and  go  l)y  minirail  across  the  United  States  if  the  tolls  were  un- 
reasonably higli. 

We  don't  anticipate,  I  might  say,  that  this  would  happen  under  the 
tolls  percentages  we  are  talking  about  now.  but  that  is  the  potential  for 
the  future,  if  the  tolls  were  raised  to  an  unusually  high  level. 

Chairman  Stennis.  But  most  of  that  commerce  would  come  across 
country  then  rather  than  continue  the  longer  route  by  sea. 

Governor  Parfitt.  There  is  potential  for  that.  Plus,  there  is  poten- 
tial for  other  diversions  of  cargoes,  for  example,  some  of  the  coal  that 
we  ship  now  from  Hampton  Roads  to  Japan,  competes  with  Australian 
coal.  Japan  could  buy  more  Australian  coal,  for  an  example,  if  the  tolls 
are  raised  too  high,  so  that  there  are  shifting  markets  as  well  as  alterna- 
tive routes. 

Chairman  Stennis.  Thank  you.  I  just  wanted  to  get  that  picture  a 
little  more  in  detail. 

Senator  Levin.  We  are  expecting  Senator  Percy,  but  since  he  is  not 
here,  I  Avill  use  this  opportunity  and  use  your  tim.e  to  ask  3^011  a  few 
more  auestions. 

Governor,  are  prices  in  the  Department  of  Defense  commissaries  and 
PX  generally  comparable  to  those  in  the  Panama  Canal  Company 
stores  ? 

Governor  Parfitt.  In  general,  they  are  considerably  loss,  though  I 
have  noticed  a  unique  situation  evolve  in  the  last  week.  For  the  first 
time,  to  my  knowledge  at  least,  the  price  of  o-as  is  hi.a"her  now  in  the 
military  commissaries  or  PX  than  it  is  in  the  Panama  Canal  Company. 
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In  oeneral,  the  price  of  goods,  materials,  supplies  is  less  in  the  mili- 
tary system  than  it  is  in  onr  system. 

Senator  T>evix.  Is  there  going  to  be  a  cost  difference  to  you  in  the 
^Nfurphy  bill  as  compared  to  the  administration  bill  relative  to  the  fair- 
lal)or  standards  provisions  ? 

Governor  PARFi'n\  I  Avoiild  agree  with  Dr.  Campbell.  I  think  from 
what  I  know  about  it  they  will  be  essentially  the  same  costs. 

Senator  Levin.  No,  I  am  not  talking  about  title  VII.  I  am  talking 
about  miniimnn  wage. 

Governor  Parfitt.  I'm  sorry,  I  thought  you  were  talking  about  title 
YII,  the  labor  relations  system.  The  requirement  that  mininnim  wage 
manditorially  Ix'  aj)i)lied  to  future  em])loyees  would  considerably  raise 
the  cost  of  doing  business  over  time,  substantial  increases. 

Senator  Levin.  Do  you  have  any  estimates  as  to  what  tlie  cost  dif- 
ferentials are? 

Govei-nor  Pareitt.  I  would  i^refer  to  provide  it  for  the  record.  We 
have  made  such  .studies  but  it  is  a  (juestion  of  what  you  are  comparing 
it  to.  For  example  you  can  compare  it  to  the  existing  system,  or  to  a 
locality  rate.  We  have  several  comparisons,  and  I  would  be  glad  to 
provide  them  to  you  for  the  record. 

[The  information  follows :] 

The  Murphy  bill  provides  for  the  continued  application  of  the  FLHA  minimum 
wage  to  the  Commission's  employees.  The  Administration's  bill  permits  the  estab- 
lishment of  a  wage  plan  for  new  hires  without  the  FLSA  requii'ement.  The  wage 
plan  presently  beinjr  considered  under  the  Administration's  bill  would  save  the 
Commission  .*100  million  in  the  first  ten  years  as  compared  to  the  continuation 
of  the  present  wage  system  wliich  is  based  on  FLSA  minimums  plus  U.S.  wage 
movements.  The  savings  would  be  less  if  compared  to  a  more  conservative  wage 
plan  even  though  structured  on  the  FLSA  minimum  wage  base.  We  have  devised 
one  such  plan  that  would  save  .$8,S  million  over  the  first  ten  years,  as  compared 
to  the  continuation  of  the  present  system. 

Senator  Levin.  Do  you  have  any  idea  if  it  is  $1  million,  $10  million, 
or  $100  million? 

Governor  Parfitt.  Over  time,  it  could  get  as  high  as  $100  million  if 
you  are  talking  a])out  a  generous  locality  wage  rate  as  opposed  to  tlie 
minimum  wage.  Yes;  I  Avnuld  think  that  we  are  talking  about  over  10 
years,  in  excess  of  $100  million. 

Senator  I.,evin.  And  that  is  the  extra  cost  of  lI.E.  Ill  over  the  ad- 
ministration bill  in  this  rejrard. 

Governor  Parfitt,  Well,  I  hate  to  say  it  that  way  becau.=e  the  ad- 
ministration's bill  leaves  it  open  foi-  tlie  rotnmission  to  determiiie  the 
wage  system  for  the  futui-e.  and  imtil  vou  determine  that — and  that 
is  up  to  the  Commission — you  cannot  have  a  reference  ])oint. 

Senator  Levin.  But  this  would  mandate  an  amount 

(Tovernor  Parfitt.  But  this  would  maiulate  the  highest  cost.  It 
would  clearly  be  substantially  more  than  the  administration  now  en- 
visions to  provide  for  new  hires. 

Senator  Levin.  That  would  a])ply  to  new  hires  only,  the  administi-a- 
tion  bill  ?  The  option 

Governor  Parfitp.   Well,  the   administration   has  determined   tO' 
grandfather  the  existing  employees  in  general.  That  does  not  mean 
that  they  plan  to  continue  the  minimum  wage.  It  means  they  ])lan 
to  continue  the  same  wages  and  wage  systems  escalated  by  the  allow- 
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able  percentage  increases  on  an  annual  basis.  It  generally  means  that 
for  the  current  employees,  they  get  what  they  would  have  received 
had  there  been  no  treaty,  but  for  new  employees,  it  is  a  new  game,  ad- 
ministration witnesses  pointed  out  yesterday  that  they  had  generally 
decided  that  they  would  fix  on  an  entrance  level  of  $2.90,  tlie  current 
minimum  wage,  and  structure  a  wage  system  from  that  point,  for  new 
hires. 

Senator  Le\t:x.  There  has  been  a  great  deal  of  concern  which  has 
l>een  understandably  expressed  over  the  cost  of  implementation  of 
these  treaties,  and  Ave  have  hud  various  estimates  over  the  last  2  years, 
and  we  have  set  fortli  some  of  those  estimates  yesterday  in  a  docu- 
ment, but  is  it  fair  to  say  that  relative  to  the  mandatory  mmimum 
wage  requirement  for  new  employees  which  the  Murphy  bill  imposes, 
that  that  bill  will  cost  more  than  the  administration  bill,  although 
you  want  to  determine  the  more  precise  amomit  of  that  extra  cost  at 
a  later  time? 

Governor  Parfitt.  It  would  mean  a  higher  cost  of  operation  of 
the  Commission  and  therefore  tend  to  increase  tolls. 

Senator  Lr.vix.  The  GAO  has  testified  that  leave  and  repatriation 
liabilities  for  the  approximately  2,500  employees  transferring  to 
DOD  will  total  about  $10  million.  They  also  state  that  the  Panama 
Canal  Company  l^elieves  it  cannot  properly  make  payments  for 
those  transfen-ed  employees. 

To  avoid  having  I)OD  seek  appropriations  up  to  this  amount,  the 
•GAO  recommends  that  the  implementing  legislation  should  spe- 
cifically require  the  Commission  to  transfer  the  necessary  funds  to 
either  the  Treasury  or  DOD. 

What  are  your  views  on  that  ? 

Governor  Parfitt.  T  would  have  no  objection,  and  I  think  if  the 
corporate  fonn  is  continued,  it  would  be  perfectly  proper  and  ap- 
propriate for  us  to  pay  into  tlie  Treasury  about  that  amount.  I  don't 
think  that  it  has  any  particular  pei-tinence  under  the  appropriated 
fund  concept  because  all  of  our  money  is  turned  back  into  the 
Treasury. 

But  in  the  corporate  form,  which  we  recommended,  I  would  agree 
to  the  inclusion  of  a  provision  which  Avould  require  us  to  pay  the 
amomit,  which  is  al)out  $10  million,  to  pay  for  the  leave,  accom- 
mulated  leave  and  repatriation  costs  of  those  employees  who  are 
transferred  to  DOD. 

Senator  Levix.  We  thank  you  again  for  coming,  and  appreciate 
your  usually  helpful  testimony. 

We  will  recess  for  the  brief  time. 

Governor  Parfitt.  Thank  you,  Mr.  Chairman. 

[A  brief  recess  was  taken.] 

Senator  Levix.  We  will  be  back  in  session. 

We  are  deliglited.  Chairman  Stennis  and  I,  and  other  members  of 
the  committee,  to  welcome  the  distinguished  Senator  from  Illinois, 
Senator  Charles  IT.  Percy.  It  is  always  not  only  a  pleasure  to  work 
with  you.  Senator  Percy,  but  to  hear  from  you. 

So  imless  there  are  some  other  welcoming  remarks,  as  I  am  sure 
there  would  lie,  why  don't  we  just  start  right  into  your  statement. 
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STATEMENT  OF  HON.  CHAELES  H.  PEECY,  A  U.S.  SENATOR  FHOM 

THE  STATE  OE  ILLINOIS 

Senator  Percy.  Thank  you  vei-y  miicli,  Mr.  Chairman,  and  I  am 
delighted  that  the  chaiiTnan  of  tlie  committee.  Senator  Stennis,  who 
has  been  such  a  wonderful  colleague  for  so  many  years,  is  also  in 
attendance. 

I  suppose  everyone  up  for  reelection  last  year  heard  as  much  about 
his  vote  on  the  Panama  Canal  Treaties  as  about  any  other  single  issue. 
This  is  a  highly  emotional  issue  in  downstate  Illinois  but  also  in 
Chicago.  Individuals  such  as  Gen.  Robert  E.  AVood,  chairman  of  the 
board  of  Sears,  Roebuck  &  Co.,  as  a  young  officer  worked  on  the  canal, 
helped  supervise  the  digging,  and  newspapers  such  as  the  Chicago 
Tribune  had  very  strongly  held  views  about  this  matter.  Last  year  I 
said  that  I  would  not  vote  to  ratify  the  treaties  if  we  didn't  amend 
them  to  provide  certain  protections  for  the  United  States.  Since  the 
amendments  were  approved,  I  voted  to  ratify  the  treaties.  But  I  also 
took  the  position  that  my  constituents  were  right  to  be  quite  indignant 
about,  as  some  of  them  expressed  it,  not  only  giving  the  canal  away  to 
Panama,  but  paying  them  to  take  it,  and  absorbing  huge  costs.  It  just 
seemed  wrong  to  those  constituents. 

So  I  have  focused  on  two  areas  that  represented  costs  we  were  in- 
curring, v'hich  I  felt  should  bo  dealt  with  in  a  more  equitable  way 
in  the  implementation  legislation:  First,  to  provide  for  recovery  of 
the  interest  payments  to  the  Treasury  that  we  had  been  getting  all 
these  years  on  our  inA'cstment.  To  give  up  income  is  a  cost,  and  to  give 
up  $20  million  a  year  costs  us  that.  Second,  costs  of  early  retirement 
are  costs  that  T  tliink  should  not  be  borne  solely  by  the  ILS.  taxpayer. 
I  would  just  like  to  read  my  formal  statement,  which  will  take  about 
4  or  5  minutes,  and  then  I'll  be  happy  to  answer  any  questions. 

Mr.  Chairman,  no  matter  what  our  individual  positions  wej-p  on  the 
Panama  Canal  Treaties  last  year,  it  is  now  clearly  in  our  interest  to  en- 
act the  legislation  necessary  to  implement  the  treaties  and  to  enact  as 
fair  a  bill  as  we  can.  I  continue  to  l)elieve  that  the  treaties  serve  our 
most  important  economic,  security,  and  political  interests  by  assuring 
that  the  canal  will  be  kept  secui-e  and  open  and  operated  in  partner- 
ship with  Panama.  At  the  same  time,  I  think  it  is  onlv  fair  that  the  U.S. 
taxpayer  not  be  asked  automatir>allv  to  bear  all  the  costs  associated 
with  tlie  changeover  of  the  control  of  the  canal. 

On  this  point,  I  want  to  pav  tribute  to  the  members  oi  tlie  Armed 
Services  Committee  for  the  fine  job  they  did  last  year  in  bringiii<r  to 
light  more  clearly  than  had  been  done  up  to  that  point  what  the  actual 
implf^montinfx  co'^ts  really  were.  After  studying  all  the  evidence  on 
the  subject,  including  the  information  emanating  from  this  commit- 
tee, T  stated  mv  intention  to  work  for  an  arrangement  wherebv  the  TO 
countries  which  use  the  canal,  and  not  just  the  U.S.  taxpavers,  would 
pay  the  costs  associated  with  implementing  the  treaties  through  toll 
revenues.  The  implementin.^-  legislation  reported  bv  the  House  Mer- 
chant ISfarine  Committee  and  passed  by  the  full  PIousc  on  June  21  uses 
this  approach. 

I  have  now  introduced  two  amendments  to  the  Senate  bill  for  tliis 
purpose,  so  that  thev  conld  be  considered  by  this  committee  during 
hearings  and  subsequent  deliberations. 
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The  first  amendment  continues  the  annual  interest  payment  to  the 
U.S.  Treasury,  currently  about  $20  million  per  year,  or  a  total  of  more 
than  $400  million  between  now  and  the  year  2000.  As  you  know,  the 
administration  has  recommended  that  the  payments  be  terminated. 
This  committee's  findinojs  last  year  were  that  this  loss  of  revenue  to 
the  U.S.  Treasury  would  be  viewed  as  a  true  cost  of  the  treaties.  As  a 
former  businessman,  I  heartily  agree  with  the  opinion  of  this  com- 
mittee and  disagree  respectfully  with  the  opinion  of  the  administra- 
tion. Last  year  I  was  pleased  to  join  my  colleagues  in  overwhelmingly 
approving  Senator  Cannon's  Reservation  No.  6  to  the  resolution  of 
ratification  of  the  Panama  Canal  Treaty,  which  calls  for  the  continu- 
ation of  the  interest  payment. 

The  second  amendment  involves  the  cost  of  early  retirement  for 
Panama  Canal  employees  who  would  not  be  leaving  had  there  been  no 
Panama  Canal  Treaties.  The  unfunded  liability  to  the  United  States 
has  been  estimated  at  between  $20.5  and  $270  million.  The  lives  of  the 
employees  who  will  participate  in  this  early  retirement  program  have 
been  directlv  all'ectecl  by  the  treaties.  I  think  this  is  another  cost  which 
should  appropriately  be  shared  by  all  of  the  countries  which  will  con- 
tinue to  benefit  from  the  canal  as  a  result  of  the  new  treaties. 

Now,  what  kind  of  toll  increase  can  be  expected  as  a  result  of  these 
amendments?  A  GAO  study  of  June  4  estimates  that  toll  increase 
would  be  about  35  percent  as  a  result  of  adding  interest  payments  and 
early  retirement  to  the  cost  of  the  administration's  bill. 

In  February  of  this  year,  Canal  Zone  Governor  Harc^ld  Parfitt 
stated  that  canal  business  is  much  better  than  had  previously  been 
forecast,  and  that  this  high  level  of  traffic  is  expected  to  continue  for 
several  years  at  least.  A  toll  increase  of  35  percent  would  fall  in  the 
Yonge  described  by  Governor  Parfitt — and  I  discussed  this  matter  with 
him" when  I  Avas  in  the  Canal  Zone — as  having  only  a  slight  impact  on 
traffic.  He  identified  that  range  as  26  to  40  percent — you  could  go  up 
that  much  and  have  just  a  slight  impact  on  the  traffic  that  would 
go  through  the  canal,  simply  because  it  would  still  be  an  economical 
mode  of  transportation.  For  years  we  have  been  giving  a  subfiidy,  a 
huge  bargain  in  toll  rates  to  all  the  users  of  the  canal.  Now  that  we 
have  another  set  of  circumstances,  Ave  are  in  a  much  tigher  financial 
bind  in  this  country,  and  we  have  strong  pressure  from  American 
citizens  to  have  a  fair  and  equitable  implementation  legislation,  I 
think  that  this  is  the  time  to  do  something. 

Another  important  consideration,  especially  for  Senators  repre- 
senting agricultural  exporting  States,  is  the  impact  of  toll  increases  on 
shipping  costs  for  grain.  My  own  State  of  Illinois  is  the  largest  single 
exporter  of  grain  in  the  country.  The  State  of  Iowa,  our  neighbor,  is 
also  a  big  exporter,  and  for  giiidance  in  this  hearing  I  would  like  to 
submit  for  the  record  the  text  of  an  excellent  presentation  made  by 
the  distinguished  former  Senator  from  Iowa,  Senator  Dick  Clark, 
during  last  year's  treaty  debate.  Senator  Clark's  analysis  used  the 
hypothetical"  figure  of  a  30-percent  toll  increase,  which  is  a  very 
useful  figure  for  our  purposes.  I  Avill  submit  the  full  text  of  his  state- 
ment for  the  record,  Mr.  Chairman. 

[See  statement  of  former  Senator  Dick  Clark,  p.  308.] 

Very  briefly,  his  points  are:  One,  70  percent  of  our  agricultural 
exports  going  to  the  Far  East  pass  through  the  Panama  Canal.  The 
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United  States  is  the  major  supplier  of  grains  and  soybeans  to  the 
Far  East. 

Second,  the  canal  toll  char<re  represents  a  very  small  portion  of 
the  overall  cost  of  transportino;  o-rain  from  the  American  IVIidwest 
to  the  Orient.  For  example,  the  share  of  a  total  shipping  cost  of  $'26.40 
for  a  long  ton  of  grain  which  represents  the  canal  toll  charge  is  only 
84  cents.  A  30-percent  toll  increase  would  raise  that  total  shipping 
cost  to  $26.65,  an  increase  of  only  25  cents,  less  than  1  percent.  So  it 
can't  have  an  adverse  effect,  and  I  can  tell  that  to  the  200.000  farmers 
in  my  own  State  of  Illinois. 

Tliird,  it  is  the  purchaser  at  the  other  end  who  picks  up  the  tab 
for  whatever  increavse  there  is  in  transportation  costs,  and  our  food  is 
a  bargain   for  anvone   in  the   world. 

And  fourth,  a  toll  increase  of  30  percent— in  fact,  any  toll  increase 
of  less  than  50  percent — would  not  be  expected  to  alter  the  U.S.  com- 
petitive position  in  any  signficant  way. 

In  sununary.  ^Ir.  Chairman  and  Senator  Stennis,  I  am  advocating 
Avliat  I  hope  you  will  agree  are  reasonable  attempts  to  relieve  the  U.S. 
taxpayer  of  some  of  the  cost  burden  of  implementing  the  Panama 
Canal  Treaties. 

This  committee  made  an  important  contribution  last  year  by  taking 
the  time  to  look  in  depth  into  the  complex  financial  picture  of  the 
canal.  I  hope  we  will  now  pnss  implementing  legislation  which  will  not 
only  further  our  naticmal  interests  in  the  hemisphere,  but  will  also 
sei-ve  the  interests  of  the  American  taxpayer. 

We  are  talking  about  in  these  two  small  amendments  close  to  three- 
quarters  of  a  l)il]ion  dollars.  As  Senator  Everett  Dirksen  used  to  say 
on  the  floor  of  the  Senate  occasionally,  a  billion  here  and  a  billion  there, 
and  pretty  soon  you  are  talking  aix>ut  real  money.  And  this  is  real 
money,  and  I  tliink  it  would  take  some  of  tlie  sting  out  of  the  Panama 
Canal  Treaties  if  the  American  taxpayers  felt  that  all  these  costs  won't 
come  out  of  their  pockets,  but  that  the  users  of  the  canal  will  share  the 
burden. 

I  tliank  you  for  tlie  op])ortunity  to  appear  before  you. 

[The  prepared  statement  of  former  Senator  Dick  Clark  follows:] 

Prepared  Statement  of  Dick  Clark,  Former  U.S.   Senator  P"rom  the  State 

OF  Iowa 

!Mr.  Clark.  Mr.  President.  I  appreciate  the  Chair's  recognizing  me  for  an  op- 
])ortnnitv  to  speak  about  a  particularly  important  aspect  of  the  Panama  Canal 
Treaty. 

Mr.  President,  early  in  the  floor  deliate  over  the  Panama  Canal  treaties.  I 
reviewed  in  detail  the  considerations  that  went  into  my  decision  to  support  the 
treaties,  at  least  to  support  them  as  improved  hy  the  so-called  leadership  amend- 
ments. At  that  time  T  discus.sed  my  position  on  what  I  believe  to  be  the  significant 
features  of  the  two  documents. 

I  touched  rather  l>riefly  on  the  economic  impact  of  the  treaties  on  lowana 
whom  I  represent.  T  have  been  very  alert  to  toll  increases  and  tiieir  impacts  on 
shipping  costs  for  grain.  The  question  of  whether  there  will  be  toll  increases  and 
Mhf'tlier  these  can  l)e  expecte<l  to  significantly  increase  shipping  costs  come.s  up 
fre(|uently  in  my  discussions  with  farmers  and  others  in  Iowa.  Tlierefore,  I 
would  lil<e  to  address  myself  today  particularly  to  the  question  of  toll  increases, 
and  wiiether  they  will  have  any  noticeai)le  impact  on  transportation  costs  of 
the  grain  Towans  sell  abroad,  although  what  I  have  to  say  has  implications  for 
others. 

There  is  just  no  doubt  that  the  Panama  Canal  is  important  to  this  Xation'.s 
grain  exporters.  According  to  the  Department  of  Agriculture,  of  our  approxi- 
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mately  $23  liilliou  in  agricultural  exports,  roughly  $8.5  billion  goes  to  the  Far 
East,  and  some  70  percent  of  that  passes  through  the  canal. 

Iowa,  as  a  major  grain  producer,  is  one  of  the  leaders  in  the  use  of  the  canal. 
We  produce  between  one-tiifth  and  one-sixth  of  the  Nation's  corn  and  about 
one-sixth  of  our  soybeans ;  28  percent  of  that  corn,  and  40  percent  of  those  soy- 
beans, are  exported. 

The  canal  is  an  important,  even  crucial  part  of  our  transportation  system 
to  the  Far  East — primarily  Japan,  Taiwan,  and  South  Korea — all  major  grain 
markets.  It  is  the  cheapest  route — via  the  Mississippi  River  system  to  the 
gulf  i)orts,  and  then  through  the  canal. 

(Air.  Melcher  assumed  the  chair.) 

Mr.  Clark.  Now  before  probing  more  completely  the  figures  on  what  the 
current  costs  are  and  how  they  might  be  affected  by  toll  changes,  let  me  em- 
phasize one  point  which  is  sometimes  forgotten,  and  it  is  a  critical  point.  The 
cost  of  transiting  the  Panama  Canal  is  a  very  small  fraction  of  the  total  trans- 
portion  costs  of  shipping  grain  from  Des  Moines  to  Tol^yo. 

I  suppose  that  is  obvious,  but  it  has  to  be  l<ept  in  mind  :  The  toll  charge  is  a 
very  small  portion  of  the  overall  cost  of  transporting  grain  from  the  Midwest 
of  America  to  the  Orient. 

It  is  important  to  emphasize  that  an  increase  in  tolls  for  the  Panama  Canal 
may  not  actually  increase  shipping  costs  signiticantly.  because  the  canal  toll  is 
such  a  small  share  of  the  total.  I  want  to  be  more  specific.  I  want  to  cite  some 
statistics  to  make  that  point. 

First  of  all.  though,  let  me  emphasize  that  I  am  using  the  projected  30  percent 
toll  increase  which  Department  of  State  witnesses  liave  suggested  would  I)e 
proI)able.  It  is  worth  noting,  however,  that  Gov.  H.  R.  Parfitt  suggests  that  19.5 
percent  increase  might  be  sufficient,  and  Arthur  Andersen  &  Co.  also  suggested 
that  the  initial  increase  would  not  have  to  exceed  27  percent.  But  for  my  pur- 
poses here  I  will  use  the  Department  of  State's  projection  of  30  percent,  because 
even  that  figure  does  not  significantly  harm  the  interests  of  Iowa  grain  shippers. 

Now  let  me  turn  to  tlie  figures  on  the  impact  on  tran.sportation  costs.  Accord- 
ing to  the  Foreign  Agricultiiral  Service  of  the  U.S.  Department  of  Agriculture, 
it  currently  costs  approxiumtely  $26.40  per  long  ton  to  ship  grains  from  Des 
Moines  to  Tokyo.  The  i>er  ton  costs  for  that  grain  to  transit  the  canal,  accord- 
ing to  the  Canal  Company,  is  under  84  cents.  In  other  woi-ds,  currently  only  S4 
cents  of  the  $26.40  it  costs  to  ship  a  ton  of  corn  l>etween  these  two  cities  repre- 
sents the  cost  of  the  canal  transit. 

Now,  as  is  obvious,  the  expected  30  percent  toll  increase  for  that  transit  applies 
just  to  the  84  cents.  Thirty  percent  of  84  cents  is  2.1  cents,  which  makes  a  new 
total  of  $1.09  i>er  long  ton.  Thus  that  30  percent  toll  increase  would  raise  the  total 
cost  of  shipping  a  ton  of  grain  from  $26.4o  to  $26.65 — an  increase  of  less  than 
1  percent. 

Put  anotlier  way.  it  currently  costs  approximately  66  cents  a  Itushel  to 
transport  grain  from  Des  Moines  to  Tokyo.  A  30-percent  hike  in  the  Panama 
Canal  tolls  wouUl  result  in  an  increase  of  slightly  more  than  one-half  cent  per 
bushel  on  that  66  cents. 

But  according  to  all  the  testimony  we  have  heard,  it  is  unlikely  that  even 
that  half  cent  would  be  paid  by  the  Iowa  grain  sliippers.  In  most  instances, 
the  exjierts  tell  us.  the  purchaser  would  pick  up  the  tab. 

Let  me  talk  about  that  for  a  moment. 

During  the  course  of  these  hearings  I  made  a  point  of  asking  this  basic  ques- 
tion :  What  would  be  the  impact  on  .shipping  costs,  and  who  would  pay  it? 
Responding  to  my  question  to  Undersecretary  for  Economic  Affairs  Richard  N. 
Cooi)er.  the  Department  of  State  supplied  for  the  record  the  following  statement : 

"Midwestern  farmers  who  grow  corn,  wheat,  soybean  and  sorghum  will  be 
little  affected  one  way  or  another  by  a  30-percent  increase  in  Panama  Canal 
rates.  This  is  because  the  United  States  is  by  far  the  major  supplier  of  grains 
and  soybeans  to  the  Far  East ;  and  the  competitive  position  of  I'.S.  suppliers 
will  not  be  affected  by  such  a  toll  increase.  It  will  therefore  be  the  importer  in 
tlie  Far  East  who  would  bear  any  additional  cost." 

Mr.  Cooper  is  observing  that  toll  increases  that  affect  I^.S.  producers  would 
affect  our  competitors  just  as  much,  and  would  not  alter  the  competitive' 
balance. 

This  statement  was  corroborated  fully  by  the  testimony  of  Mr.  Ely  Brandes. 
president  of  the  International  Research  Association.  Now.  Mr.  Brandes  probably 
has  more  carefully  examined  the  Panama  Canal  toll  structure  than  any  other 
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person.  Since  10&4  he  has  authored  or  coauthored  some  20  studies  of  this  prob- 
lem. Asked  about  the  impact  of  a  toll  increase  of  30-50  percent,  Mr.  Brandes 
agreed  with  administration  witnesses  who  estimated  that  the  impact  on  over- 
all U.S.  grain  exports  would  be  extremely  small.  I  quote  Mr.  Brandes : 

"We  found  that  toll  increases  of  50  percent  and  more  would  reduce  U.S.  grain 
shipments  through  the  Panama  Canal,  but  they  would  not  affect  the  level  of 
U.S.  grain  exports  as  such." 

He  went  on  to  say  : 

"We  believe  that  the  principal  alternative  with  respect  to  grain  shipments 
would  be  the  use  of  large  bulk  carriers  of  perhaps  100,000  tons  or  so  and  to  ship 
the  grain  primarily  from  the  Gulf  via  the  Cape  of  Good  Hope  to  the  Far  East. 
This  is  being  done  with  respect  to  coal  right  now,  which  is  bypassing  the  canal 
in  substantial  amounts.  A  substantial  toll  increase  might  lead  to  a  similar 
diversion  with  respect  to  some  grain  shipments.  But  it  would  not  affect  the  level 
of  U.S.  exports.  It  would  affect,  perhaps,  the  route  by  which  those  exports  are 
shipped  to  the  Far  East." 

After  a  lengthy  discussion  on  the  sensitivty  of  bulk  shipments — that  is, 
grain — to  toll  increases,  Mr.  Brandes  further  concludes  : 

"With  respect  to  grain,  again,  what  we  foresee  is  a  rearrangement  of  shipping 
routes  with  no  reduction  in  the  amount  of  grain  shipped  from  the  United  States 
and  purchased  by  the  principal  buyers  in  the  Far  East." 

Mr.  Brandes  is  forthright  in  his  conviction  that,  as  he  put  it : 

"As  a  general  principle,  it  was  our  finding  that  it  is  the  buyer,  the  consumer, 
who  pays  for  the  transportation  costs.  This  means,  in  effect,  that  for  automobiles 
shipped  to  the  United  States  through  the  canal,  the  consumer  would  be  the 
ultimate  payer  of  the  transportation  costs  and  toll  increases.  On  the  other  hand, 
with  respect  to  the  major  exports,  such  as  grain,  from  the  United  States,  the 
importers  or  buyers  would  be  the  payers  of  the  toll  increase." 

Incidentally,  Mr.  Brandes  had  one  further  obsei-vation  of  considerable  interest 
to  Iowa  shippers : 

"I  would  like  to  also  add  here  that  the  Japanese  were  the  principal  buyers  of 
grain  shipped  through  the  Panama  Canal.  They  always  purchase  their  grain 
FOB  U.S.  ports.  They  make  all  arrangements  with  resi)ect  to  transi)ortatiou. 
So,  they  are  not  only  the  ultimate  payer;  they  are  also  the  actual  payer." 

Mr.  President,  I  have  quoted  Mr.  Brandes  at  length  because  he  has  testified 
so  specifically  that:  First,  the  increase  in  total  transportation  cost  caused  by 
the  projected  toll  increase  will  be  extremely  small :  second,  that  it  is  the  pur- 
chaser at  the  other  end  who  picks  up  the  tab  for  whatever  increase  there  is  in 
transportation  costs;  and  third,  increases  in  tolls  of  less  than  50  percent  would 
not  he  expected  to  alter  the  U.S.  competitive  position  in  any  significant  way. 

Now,  I  know,  too.  that  there  are  those  who  say  that,  well,  we  can  perhaps 
absorb  this  30  percent  increase  in  Panama  Canal  toll  rates — this  half  cent 
additional  on  66  cents  that  it  costs  to  ship  to  the  Far  East — but  that  is  only  the 
start ;  there  will  be  further  increases  after  this  30  percent  increase. 

A  number  of  witnesses  testified  on  this  point,  and  most  do  expect  later  toll 
increases.  The  projected  toll  increases  will  be  largely  to  reflect  the  impact  of 
inflation  on  operating  costs.  The  cost  of  running  the  canal,  like  everything 
else,  ri.ses  with  world  inflation.  The  important  question  is  whether  or  not  tolls 
will  go  up  faster  and  higher  as  a  result  of  the  treaties. 

Toll  increases  are  inevitable  with  the  treaties  or  without  them.  H.  R.  Parfitt, 
current  governor  of  the  canal,  testified  that,  assuming  a  5-percent  annual  in- 
flation I'ate : 

"...  periodic  increase  in  tolls  will  be  required  even  without  taking  into 
account  the  impact  of  the  (new)  treaties." 

Indeed.  Governor  Parfitt  submitted  tables  showing  that  from  1979  to  1999, 
the  cumulative  toll  increase  without  tlie  new  treaties  wonld  be  94.8  percent. 
With  the  new  treaties,  it  would  be  115.7  percent.  That's  a  difference  of  only 
slightly  more  than  20  points  in  the  cnnuilative  toll  increase  over  a  20-year  period. 
And  that  calculated  on  a  base  which  is  now  only  $1.29  per  canal  ton.  Thus  the 
higher  cumulative  figure  woidd  yield  a  toll  per  canal  ton  of  $2.7S,  while  the 
lower  would  yield  .$2.51— a  difference  of  only  27  cents  i)er  canal  ton.  Such  a 
difference,  expected  only  after  20  years,  is  hardly  significant. 

There  is  another  charge  worth  examining  in  this  regard.  Some  people  say,  well, 
that  is  all  we'.l  and  good,  and  so  long  as  the  United  States  manages  the  canal — ■ 
and  determines  toll  rates— as  it  will  until  the  year  2000,  we  will  establish  tolls 
at  a  rational  level.  But,  they  caution,  wait  until  the  Panamanians  take  over  the 
toll-.setting  responsibility  and  see  how  they  skyrocket  the  rates. 
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Well,  Mr.  President,  if  there  is  one  basic  eccuomic  fact  of  life  I  learned  from 
sitting  through  these  hearings,  it  is  that  transportation  rates  are  very,  very 
sensitive  to  price  changes.  The  competition  is  brutal.  In  a  word,  a  lot  more  goes 
into  determining  the  rates  than  just  wliether  the  Panamanians  might  lilie  to 
raise  these  rates  later.  As  a  matter  of  fact,  we  have  a  lot  of  economic  indicators 
which  project  pretty  well  what  increases  can  reasonably  be  expected  to  increase 
revenues,  and  wliere  an  increase,  because  it  diverts  traffic  away  from  the  canal, 
actually  results  in  less  revenue. 

It  is  not  true  that  the  more  you  raise  rates,  the  more  revenue  you  get.  The 
world's  shippers  simply  will  not  continue  to  use  the  canal  if  it  is  economically 
unfeasible. 

Economic  studies  show  that  Panama  could  probably  increase  the  rates  some- 
what, and  still  increase  revenues.  But  the  tables  show  that  any  really  steep  in- 
creases push  down  revenues,  and  the  Panamanians,  of  course,  Ivnow  that.  Over 
the  years  they  have  come  to  know  the  rules  governing  toll  rates  as  well  as  we  do. 

As  a  unitter  of  fact,  the  projections  show  that  an  increase  in  tolls  of  150  per- 
cent would  result  in  less  revenue  than  an  increase  of  50  percent.  So  anybody  who 
thinks  that  the  Panamanians  will  boost  the  rates  indiscriminately  once  they  take 
over  just  overlooks  that  fact  that  the  Panamanians  do  know  the  economics  of 
the  transportation  business.  If  the  Panamanians  raise  the  rates  beyond  tolerable 
levels,  there  will  not  be  any  traffic  going  through  the  canal.  We  will  all  be  going 
around  Cape  Horn  or  sending  the  grain  by  train  to  the  west  coast.  The  Pana- 
manians know  this  full  well. 

As  a  matter  of  fact,  those  cost  differences  even  now  are  narrowing.  As  I  men- 
tioned, it  costs  .$26.40  right  now  to  ship  grain  from  Des  Moines  to  Tolvyo  via  the 
canal.  But,  even  now,  we  can  go  around  Cape  Horn  at  $32.40,  and  by  rail  to  the 
west  coast  and  thence  by  ship  for  $32.  This  is  still  a  tremendous  difference.  But 
using  some  of  the  supercarriers  would  gradually  close  the  gap.  So  would  more 
competitive  prices  the  railroads  could  offer  if  the  traffic  really  grew.  Represent- 
atives of  the  railroads  have  alread.v  testified  they  could  handle  the  traffic. 

This  Nation's  coal  exporters  on  the  east  coast  serve  as  a  good  example  of  what 
we  cctuld  anticipate  for  grains  if  tolls  become  unreasonable.  The  share  of  coal 
from  Hampton  Roads,  which  bypasses  the  canal,  as  contrasted  with  that  which 
uses  it,  has  increased  sharply  since  1975.  This,  of  course,  depends  to  some  extent 
on  the  availability  of  large  bulk  carriers.  But  there  can  be  no  question  that  the 
increasing  availability  of  alternative  routes  represent  a  real  constraint  on  in- 
creasing the  Panama  Canal  tolls. 

In  a  word,  the  pressures  to  keep  rates  at  reasonable  levels  are  enormous. 

It  is  my  view  that,  in  very  real  terms,  the  concerns  of  Iowa  grain  shippers  are 
identical  with  those  of  the  U.S.  Navy  and  military:  What  counts  is  keeping  the 
canal  open.  The  one  thing  which  would  have  a  really  tremendous  economic  im- 
pact on  Iowa  shippers  would  be  a  shutdown  of  the  canal,  a  closing  of  traffic  com- 
pletely. That  could  happen  in  one  of  two  ways  : 

Either  a  mammoth  natural  disaster,  such  as  the  draining  of  Gatun  Lake, 
or  an  economic  one  resulting  from  the  refusal  by  international  insurance  firms 
to  insure  vessels  using  the  canal  because  of  a  war-risk  situation.  In  either  case, 
the  costs  to  shippers  of  alternate  routes  could  increase  transportation  costs  by 
as  much  as  $5  to  $6  per  ton  in  the  short  run  for  corn  and  soybeans.  The  long 
run  increase  would  be  less,  as  we  have  shown,  but  still  considerable. 

This  emphasizes,  it  seems  to  me,  the  absolute  necessity  of  keeping  the  canal 
open.  That  is  the  critical  point.  And  all  of  our  current  military  chiefs  argue  that 
the  best  vray  to  guarantee  continued  use  of  the  canal  is  to  approve  these  treaties. 

Without  exception,  as  they  appeared  beiore  our  committee,  the  heads  of  each 
of  the  services  recommended  the  new  treaties  on  that  ground. 

While  I  am  addressing  myself  specifically  to  the  concerns  that  this  Nation's 
farmers  may  have  regarding  the  treaties,  let  me  discuss  very  briefly  another 
lioint  which  has  come  to  my  attention.  That  is  the  contention  that  the  Panama 
Canal  serves  as  a  barrier  to  the  movement  toward  North  Amei'ica  of  aftosa.  hoof 
and  mouth  disease  and  that  somehow  this  barrier  will  be  lifted  by  the  treaties. 
Implicit  in  this  concern  was  the  thought  that  somehow  the  United  States  is 
doing  now  to  prevent  spread  of  the  disease,  and  that  the  Panamanians  might  not 
be  as  capable  or  as  effective  or,  for  that  matter,  as  concerned,  about  controlling 
this  disease. 

Well,  IMr.  President,  I  looked  into  this  matter  very  carefully.  I  contacted  the 
Department  of  Agriculture  and  the  Department  of  State,  and  it  turns  out  that 
not  only  is  the  fear  unfounded,  but  that  the  situation  is  much  different. 
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Let  me  explain,  for  one  thing,  the  barrier  to  hoof  and  mouth  disease  into 
North  America  is  not  the  canal,  but  the  Darien  Gap,  an  impenetrable  marsh  and 
jungle  area  located  at  the  southeast  extremity  of  the  isthmus.  That,  in  fact,  is 
why  construction  of  the  Pan  American  highway  through  the  gap  was  halted  last 
year.  Before  cutting  through  the  Darien  Gap  we  wanted  to  insure  that  adequate 
safeguards  exist  against  the  northward  spread  of  the  disease. 

Panama  north  of  the  gap — and  that  includes  the  zone — is  free  of  hoof  and 
mouth  disease. 

As  a  matter  of  fact,  cattle  presently  are  transported  across  the  canal  bridges 
without  being  Inspected.  This  has  not  caused  the  spread  of  hoof  and  mouth 
disease.  For  that  matter,  the  ITnited  States  at  present  maintains  no  facility 
in  the  Canal  Zone  for  the  control  of  hoof  and  mouth  disease. 

Panama  and  the  United  States  are  parties  to  an  agreement  to  cooperate  in 
preventing  hoof  and  month  disease  (23  USt.  3108  TIAS  7482).  That  agreement 
is  indeiiendent  of  the  canal  treaties  and  would  continue  in  force  after  the  canal 
were  transferred  to  Panama. 

In  other  words,  it  is  in  no  way  dependent  upon  either  the  old  or  the  new 
treaties. 

t^irthermore,  Panama  has  a  large  cattle  industry  and  hence  has  a  strong 
interest  in  controlling  hoof  and  mouth  disease. 

So.  Mr.  President,  it  seems  that  upon  inquiry  some  of  these  concerns  ex- 
pressed turn  out  to  be  much  less  alarming  than  they  appear  at  first.  We  all  have 
a  great  and  justified  concern  in  preventing  the  spread  of  this  disease.  But  the 
current  ITnited  States-Panamanian  cooperation  will  in  no  way  be  inidermined 
by  these  two  treaties. 

In  fact.  Mr.  President.  I  hope  all  those  iiersons  who  have  been  so  dubious  about 
the  ability  of  Panama  to  cooperate  with  the  I'nited  States  will  take  note  of  this 
fact. 

Mr.  President,  to  conclude  let  me  summarize  what  I  have  said,  particularly 
al)Out  the  toll  rate  controversy  :  The  impact  of  the  projected  30  percent  toll  in- 
crease will  be  marginal  on  the  cost  of  shipping  grain  from  Des  Moines  to  Tokyo^ 
r  lughly  a  half  cent  on  the  current  66  cents  per  bushel. 

Rates  would  be  expected  to  go  from  66  cents  a  bushel  to  66il>  cents  i)er  bnsliel 

Economists  are  generally  agreed  that  the  transportation  cost  increase  will  be 
picked  Tip  by  the  purchaser.  Japan,  the  major  purchaser,  already  buys  f.o.b.  at 
I'.S.  ports,  and  therefore  already  pays  the  transportation  itself.  And.  finally, 
tliere  will  in  any  case — treaties  or  not — be  regular  toll  increases  to  the  year 
2000  because  of  inflation.  But  the  difference,  even  over  these  20  some  years,  will 
be  only  between  an  increase  of  94  percent  without  the  treaties  and  of  115  percent 
with  them.  That  is  only  about  a  quarter  of  a  dollar  per  ton.  and  surely  of  no 
great  importance,  particularly  over  that  long  a  i>eriod. 

I  sulimit  on  the  basis  of  this  that  Iowa  farmers  and  shipiiers.  and.  for  that 
matter.  Midwest  grain  shippers  in  general,  have  nothing  to  fear  from  these 
treaties,  and  a  very  great  deal  to  lose  from  not  supporting  them. 

Mr.  President.  I  ask  unanimous  consent  that  further  elaboration  of  the  grain 
transiiort  problem  excerpted  from  the  most  recent  report  by  Mv.  Brandps"  In- 
ternational Research  Associates,  dated  January  1078,  be  printed  in  the  Record 
following  my  remarks. 

Tliere  being  no  objection,  the  material  was  ordered  to  be  printed  in  the 
Record,  as  follows : 

[The  material  follows :] 

2.  Coarse  Grains 

background 

The  classification  of  coarse  grains,  as  used  by  the  Panama  Canal  Company, 
includes  primarily  feed  grains  such  as  corn,  sorghum,  barley,  and  oats.  Of  these 
four  feed  grains,  corn  is  by  far  the  most  important,  sorghum  and  barley  rank 
second  and  third,  and  oat  shipments  are  so  small  as  to  be  insignificant. 

World  trade  in  coarse  or  feed  grain  has  ex)>anded  much  more  rnjtidly  in  recent 
years  than  wheat  trade,  partly  l)e('ause  of  the  very  rapid  increase  in  meat 
consumption  in  the  developed  areas,  but  mainly  because  most  developed  coun- 
tries, other  than  the  United  States,  do  not  have  the  agriculture  potential  for 
large  scale  feed  grain  production.  F^irthermore.  only  the  Ignited  States  has  the 
ivroductinn  capacity  for  large  scale  feed  grain  exports  on  an  assured  basis.  As  a 
result,  the  United  States  has  become  the  principal  exporter  of  feed  grains,  by 
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n  wide  margin;  and  in  recent  years  such  exports  have  totalled  more  than  50 
million  tons.  Corn  exports  account  for  ahout  SO  percent  of  the  total,  sorghum 
for  about  12  i>ercent,  and  barley  and  oats  for  the  remainder.  The  princii>al  im- 
porters of  feed  grains  are  Europe,  and  particularly  the  EEC  countries,  Japan, 
and  the  U.S.S.R. 

THE  ROLE  OF  THE  PANAMA  CANAL 

More  than  90  percent  of  coarse  grain  shipments  through  the  Panama  Canal 
are  from  the  United  States  to  the  Far  East,  principally  Japan.  It  is  very  sig- 
nificant that  this  movement,  which  in  1977  amounted  to  more  than  12  million 
tons,  did  not  start  in  any  amount  until  1950.  Since  then,  the  growth  has  been 
both  rapid  and  consistent. 

In  addition  to  this  large  movement,  there  are  smaller  movements  from  the 
U.S.  east  coast  to  the  west  coasts  of  South  America  and  Central  America,  and 
from  the  west  coast  of  Canada  to  Europe,  the  latter  consists  primarily  of  barley. 

Coarse  grain  shipments  through  the  Canal,  particularly  of  corn  and  sorghum, 
are  generally  made  in  large  bulk  carriers  of  25,000  to  55,000  tons. 

EECENT  EVENTS  AND  PROJECTIONS 

The  future  outlook  for  shipment  of  coarse  grains  via  the  Panama  Canal  is 
reflected  in  a  projected  rise  in  the  total  volume  of  movements  from  15  million 
tons  to  27.5  million  tons  by  the  year  2(X>0.  The  basis  for  this  optimistic  outlook 
stems  from  an  analysis  of  the  current  consumption  pattern  of  feed  grain  in 
Japan  and  the  growing  importance  of  poultry  and  pork  in  the  daily  diet  of  the 
Jaijanese.  It  also  reflects  an  analysis  of  the  relative  consumption  levels  of  meat 
in  Japan  and  the  United  States.  Finally,  the  projections  take  into  account  the 
effect  of  competition  and  of  the  alternatives  available  to  shipping  via  the  Canal. 

Recent  events  have  indicated  that  the  growing  demand  for  meat  in  Japan 
is  so  well  established  that  the  rate  of  increase  in  consumption  is  hardly  effected 
by  temporary  declines  in  the  economy.  (There  was  a  drop  in  feed  grain  imports 
during  1975 "and  1976  as  a  result  of  the  inventory  buildup  during  1974.  But  in 
1977  imports  recovered  sharply  even  though  the  recession  continued.) 

It  is  expected  that  this  shift  will  continue  in  tlie  long  run  since  the  iier  capita 
consumption  of  meat  in  Japan  is  far  below  that  of  the  United  States.  In  1976. 
the  MLnistry  of  Agriculture  and  Forestry  in  Japan  compared  the  annual  per 
capita  consumption  of  selected  food  items  in  Japan  and  the  U.S..  for  1960.  1971 
and  1975.  In  1975  the  Japanese  consumed  about  35  pounds  of  meat  per  person  as 
compared  to  7  pounds  per  cainta  in  1960  and  29  pounds  in  1971.  In  comparison, 
the  consumption  patterns  in  the  U.S.  went  from  168  per  capita  in  1960  to  194 
pounds  in  1975  (Table  3).  It  should  be  noted  that  even  when  fish  is  included  in 
the  comparison,  there  is  still  considerable  room  for  increased  meat  consumption. 
Finally,  the  i-ecent  actions  by  many  countries  to  im])0se  a  200  mile  fishing  limit  on 
foreign  fishing  may  have  the  long  run  effect  of  reducing  the  growth  in  fish  con- 
sumption in  .Japan.  This  will  undoubtedly  result  in  additional  demand  for  meat 
and  feed  grain. 

The  Gulf  ports  will  likely  continue  to  be  the  major  grain  export  region  because 
of  the  large  and  efficient  grain  export  terminals  located  there  as  well  as  the 
relatively  low  barge  rates  available  for  movements  down  the  Mississippi  River. 

Most  of  the  grain  exported  from  the  Gulf  to  Japan  will  be  routed  via  the  Canal. 
Although  the  freight  rates  on  large  bulk  carriers,  which  are  i-outed  via  the  Cape 
of  Good  Hope,  may  be  cheaper,  there  are  at  present  certain  economic  and  insti- 
tutional barriers  which  thus  far  have  prevented  grain  shipments  of  lOO.OOO  tons 
or  more  to  Japan.  (There  have  been  such  large  shipments  to  Europe.)  However, 
there  are  indications  that  in  the  next  few  years,  attempts  will  be  made  to  ship 
a  portion  of  the  coarse  grain  exports  to  Japan  via  the  Cape  of  Good  Hope,  and 
these  bypass  shipments  are  likely  to  grow  with  time  and  with  Increases  in  tolls. 

D.  Sensitivity  estimates:  Cargo  tonnage  and,  revenues 

The  sensitivity  estimates  for  Panama  Canal  traffic  were  made  separately  for 
the  23  commodity  categories  for  which  traffic  estimates  had  been  male.  Also,  the 
estimates  are  expressed  both  in  terms  of  cargo  tonnage  as  well  as  the  as.sociated 
toll  revenue. 

As  previously  stated,  it  was  assumed  for  the  purpose  of  these  estimates  that 
increases  in  toll  rates  amounting  to  15,  25,  30,  40,  50.  75,  100  and  150  percent 
would  be  announced  April  1.  1978,  and  put  into  effect  on  October  1,  1978.  The 
effect  of  these  assumed  toll  increases  was  measured  against  the  traffic  projec- 
tions made  for  the  fiscal  years  1979, 1980, 1985  and  1990. 
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The  actual  estimates  are  contained  in  8  summary  tables,  showing  both  tonnas:e 
and  the  associated  revenues  for  the  four  specified  years.  Eight  tables  follow  the 
discussion  concerning  the  individual  commodity  categories. 

Below  is  a  brief  discussion  of  the  sensitivity  estimates  for  the  individual  com- 
modity categories. 

WHEAT 

In  the  aggregate,  wheat  traffic  via  the  Panama  Canal  does  not  appear  to  be  very 
sensitive  to  toll  increases  of  100  percent  or  less ;  but  it  felt  that  toll  increases 
greater  than  100  percent  will  result  in  a  substantial  loss  in  traffic  volume.  This 
loss  Ln  traffic  will  probably  be  due  to  consumers  buying  wheat  from  other  sources, 
such  as  Canada,  Australia,  and  the  West  Coast  of  the  United  States,  as  well  as 
shifting  of  some  wheat  shipments  to  alternative  routes. 

Canadian  exports  which  are  sometimes  cross-hauled  via  the  Canal  are  likely 
to  be  affected  by  any  substantial  toll  increases.  As  indicated  earlier,  this  cross- 
hauling  occurs  by  accident  and  is  not  predetermined.  However,  the  raising  of 
tolls  will  result  in  a  greater  degree  of  planning  by  the  Canadian  Wheat  Board  to 
avoid  cross  shipments. 

JMost  of  the  U.S.  East  Coast  exports  to  Asia  via  the  Canal  are  not  sensitive  to 
smaller  toll  increases  largely  because  individual  wheat  shipments  are  generally 
small  in  size.  However,  sharply  higher  toll  increases  will  certainly  cause 
importers  to  evaluate  the  economics  of  using  larger  ships  (not  only  for  by-pass 
opportunities,  but  also  for  ships  from  Pacific  Basin  port  areas — A'aucouver, 
Australia  and  West  Coast  United  States). 

It  is  also  believed  that  the  imposition  of  a  substantial  toll  increase — 00  percent 
or  better — will  lead,  in  a  few  years,  to  such  a  substantial  by-pass  movement  of 
coarse  grain  from  the  Gulf  Coast  to  the  Far  East  that  some  wheat  shipments 
might  become  part  of  it.  ( See  discussion  under  Coarse  Grain  below.) 

COARSE  GRAIN 

The  imposition  of  higher  Canal  tolls  will  result  in  a  substantial  decline  in 
coarse  grain  traffic  via  the  Panama  Canal.  Wliile  a  small  part  of  the  loss  in 
traffic  may  be  due  to  a  shift  to  other  marliets,  it  is  expected  that  tlie  toll  increase 
will  provide  an  incentive  to  buyers  and  sellers  to  reroute  a  substantial  volume  of 
grain  via  the  Cape  of  Good  Hope. 

As  indicated  previously,  the  principal  route  of  coarse  grain  shipments  via  the 
Canal  consists  of  grain  from  the  E)ast  Coast  U.S.  (Gulf  and  Atlantic  ports)  to 
Asia  (Japan  and  South  Korea),  and  it  is  expected  that  this  movement  will  con- 
tinue to  grow  at  a  substantial  rate.  This  increased  volume  of  export  will  l)egin  to 
tax  the  capacity  of  existing  delivery  systems  causing  added  congestion  at  both 
loading  and  discharge  port  areas. 

One  obvious  method  for  dealing  with  port  congestion  caused  by  the  growing 
volume  of  shipments  is  to  increase  the  size  of  individual  shipments.  It  is  appar- 
ent that  in  spite  of  the  many  current  objections  to  the  use  of  70,000  to  100,(X)0 
DWT  ton  vessels  in  movements  around  the  Cape,  the  growing  volume  of  feed 
grain  shipments  will  exert  strong  pressure  toward  increasing  the  size  of  the  aver- 
age shipment.  As  a  result,  there  is  a  strong  probability  that  in  the  near  future 
some  trial  shipments  of  feed  grain  will  be  made  in  large  bulk  carriers  around  the 
Cape. 

As  was  the  case  with  coal  shipments,  the  charter  rate  for  these  early  shipments 
will  undoubtedly  be  much  less  tlian  the  rates  then  current  for  shipments  via  the 
Panama  Canal.  Given  the  volatility  of  charter  rates  even  during  quiet  times,  it 
is  difficult  to  project  specific  rates  for  grain  from  the  Gulf  to  Japan  range  from 
$10  to  ,$12.50  per  ton.  Rates  for  larger  vessels  going  around  the  Cape  would,  at 
first,  have  to  be  about  $1.50-$2.r>0  per  ton  less  to  attract  interest.  These  early 
sliipments  would  serve  to  pave  the  way  for  the  handling  of  larger  slii))s.  In  time, 
there  will  undoubtedly  be  a  sul)stantial  volume  of  by-pass  traffic  I)etween  the 
United  States  and  the  Far  East;  and  given  the  growing  number  of  large  bulk 
carriers  in  use,  other  commodities  shipped  in  lesser  volume  will  be  attracted  to  it. 

A  substantial  toll  increase  would  serve  to  encourage  or  speed  uj)  the  shift 
toward  a  by-pass  route.  Once  such  larger  shipments  have  become  established  at 
a  few  iwrts,  competitive  forces  will  tend  to  narrow  the  difference  in  charter  rates 
between  the  two  types  of  ships.  At  that  time,  a  toll  increase  of  HO  percent  or  more 
will  have  n  significant  eft'oft  on  deciding  whether  individual  shipments  are 
routed  via  the  Canal  or  via  the  Cape. 

It  is  expected  that  substantial  toll  increases  will  also  result  in  a  shift  of  a 
small  amount  of  coarse  grain  to  be  exiwrted  via  the  West  Coast  ports  instead 
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of  the  Gulf  ports.  Because  of  the  nature  of  transport  economics,  grain  which  is 
exported  generally  comes  from  the  areas  closest  to  the  Mississippi  River,  its 
tributories  and  to  some  extent  the  Atlantic  Coast  ports.  However,  increased  for- 
eign demand  is  requiring  now  that  grain  from  areas  less  accessible  to  the  inland 
waterways  be  routed  into  export  channels. 

In  summary,  it  is  estimated  that  a  toll  increase  of  50  percent  would  reduce  feed 
grain  shipments  by  about  10  percent  in  1985.  Beyond  that  traffic  losses  would 
mount  shaiiJly,  reaching  30  percent  in  response  to  100  percent  increase  nad  more 
than  40  percent  in  response  to  a  150  percent  increase. 

Most  of  the  losses  will  occur  as  a  result  of  by-pass  shipments  via  the  Cape  of 
Good  Hope.  Diversions  to  the  West  Coast  would  amount  to  no  more  than  2-3 
percent  of  the  total. 

SOYBEANS 

Soybean  traffic  via  the  Panama  Canal  appears  to  be  sensitive  to  toll  increases 
at  levels  beyond  75  percent.  Sensitivity  of  soybean  shipments  will  increase  during 
the  Eighties  particularly  if  a  large  volume  of  by-pass  grain  traffic  develops  be- 
tween the  U.S.  Gulf  and  the  Far  East. 

As  discussed  in  a  previous  section  on  Coarse  Grain,  the  increased  volume  of 
grain  shipments  to  the  Far  East  will  result  in  attempts  by  traders  to  initiate  such 
by-pass  shipments  regardless  of  a  toll  increase.  Once  this  traffic  exists,  some 
soybean  shipments  may  be  directed  to  it. 

Soybean  traffic  is  less  sensitive  to  toll  increases  than  coarse  grain  because  they 
are  exported  in  smaller  shipment  sizes  and  there  are  also  substantial  grade  differ- 
ences. But  some  shipments  could  be  large  enough  to  justify  reroutijig  via  the 
Cape  in  70,000-100,000  DWT  ton  bulk  carriers. 

[This  concludes  the  material.] 

Senator  Levix.  Well,  you  "will  be  pleased  to  know.  Senator  Percy, 
first  of  all  that  Governor  Parfitt  was  here  yesterday  and  today,  indi- 
cated, as  you  said  he  would  indicate  and  as  he  indicated  to  you,  that 
w^e  could  have  a  toll  increase  of  up  to  40  percent  without  any  signifi- 
cant impact  on  the  traffic  through  the  canal,  and  we  specifically  asked 
him  this  morning  whether  or  not  the  provisions  of  the  Murphy  bill, 
which  call  for  those  interest  payments  and  early  retirement  payments 
to  be  added  to  the  tolls,  whether  that  would  create  any  problem  for  him, 
and  he  indicated  no,  it  would  not. 

I  think  you  are  going  to  find  a  lot  of  support  for  that  position  here, 
for  the  Cannon  reservation,  as  you  mentioned,  for  the  two  amendnipnts 
that  you  have  discussed.  At  least  speaking  for  myself,  I  am  certainly 
totally  persuaded  in  that  direction. 

I  don't  have  any  further  questions  of  you  because  I  am  persuaded, 
but  perhaps  Chairman  Stennis. 

Chairman  Stexxis.  Well,  if  I  understand  the  Senator  correctly.  I 
certainly  support  his  position.  I  think  he  made  a  fine  contribution  last 
year  in  this  very  field,  I  know  he  did. 

We  are  delighted  that  he  shows  up  here  as  a  witness.  As  I  under- 
stand it  now,  I  totally  support  your  position,  but  I  do  need  to  be  further 
informed  on  some. 

The  Governor  was  just  in  that  chair  a  few  minutes  ago  and  I  asked 
him  about  these  grain  shipments,  and  his  response  was  that  grain  was 
the  main  commodity  going  out,  and  he  made  a  statement  along  those 
lines.  That  was  the  whole  gulf  coast  area,  as  grain  comes  south  aiYcT 
goes  on  through  the  canal. 

Well,  thank  you  very  m.uch  again  for  your  excellent  testimony. 

Senator  Percy.  Thank  you,  Mr.  Chairman,  and  I  know  that  you 
must  share  my  judgment :  When  I  left  General  Parfitt,  I  just  was  ter- 
ribly proud  to  be  an  American,  proud  to  have  him  representing  the 
United  States  of  America.  His  sense  of  fairness,  his  judgment,  his  de- 
termination, and  the  pride  that  he  takes  in  everything  that  he  does  and 
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eveiyone  who  works  with  him  are  very,  very  inspiring.  I  slept  better 
nights  knowing  he  was  on  that  job,  and  I  am  gratified  indeed  to  know 
that  he  would  support  this  position.  Thank  you  very  nnich. 

Senator  LE\^x.  Thank  you  again,  Senator  Percy,  for  your  testimony. 

We  are  going  to  recess  for  5  minutes. 

[A  brief  recess  was  taken.] 

Senator  Levin.  We  are  delighted  to  have  with  us  Senator  Mike 
Gravel  from  Ahiska.  and.  Senator  Gravel,  Chairman  Stennis  and  I  are 
here  to  listen  to  your  testimony.  We  are  delighted  to  have  you  with  us, 
and  you  can  proceed  as  you  will. 

STATEMENT  OF  HON.  MIKE  GRAVEL,  A  U.S.  SENATOR  FROM  THE 

STATE  OF  ALASKA 

Senator  Gravel.  Thank  you  very  much.  Senator  Levin. 

I  am  very  happy  to  appear  before  the  committee.  I  am  very  honored 
to  have  the  chairman  of  the  full  committee  here  also  to  hear  this 
testimony. 

Cliairman  Stennis.  I  wouldn't  miss  your  testimony.  I  wanted  to  be 
certain  to  be  here. 

Senator  GRA\TiL.  Thank  you,  Mr.  Chairman. 

Unfortunately  it  is  repetitious  because  you  have  heard  me  before  on 
this  subject  and  talking  to  you  about  it  is  like  carrying  coals  to  New- 
castle. You  have  been  very  supportive  of  this  position  and  were  even 
instrumental  in  getting  moneys  into  the  budget,  although  unfortu- 
nately the  provision  failed  to  pass  the  House  and  was  not  accepted  in 
conference. 

But  I  think,  Senator  Levin,  it  would  be  very  important  to  make  an 
attempt  here  to  bring  you  up  to  speed.  I  think  it  would  serve  the  record 
very  well. 

I  have  been  an  advocate  for  some  time,  for  about  3  vears.  of  trving  to 
bring  about  the  building  of  a  sea  level  canal.  The  L'nited  States  has 
spent  some  $!22  million  in  the  past  to  fund  a  study  completed  in  1970 
that  showed  that  a  sea  level  canal  technically  could  be  done,  and  that 
it  could  be  done  for  a  reasonable  sum  of  money.  The  study  showed  that 
the  costs  of  doing  it,  had  it  been  done  at  that  point  in  time  in  the  man- 
ner they  were  suggesting,  could  be  retired  with  the  projected  revenues 
of  the  canal. 

Looking  at  it  now  with  hindsight,  we  see  that  the  revenues  would 
have  allowed  it  to  have  been  done  very  easily. 

I  have  this  backed  up  by  charts,  but  I  don't  think  I  Avould  want  to 
take  the  committee's  time  or  impose  upon  the  senior  Senator,  who  has 
seen  this.  I  think  you  could  just  go  through  it  yourself  and  see  that 
with  the  actual  forecast  of  revenues  that  has  taken  place,  that  we  could 
have  financed  a  canal. 

The  fundamental  point  is  made  in  the  chart  that  shows  that  a  major- 
ity of  the  world  fleet  could  not  go  through  the  Panama  Canal  in  1977. 
It  was  less  than  43  percent  in  1977.  We  haven't  updated  the  figures,  but 
I  think  we  will  do  that,  but  our  projections  showed  that  if  we  carried 
out  that  performance  of  the  last  12  years  prospectively  to  the  year  2000, 
that  less  tlian  10  percent  of  the  world  fleet  would  be  able  to  go  through 
the  Panama  Canal. 

Now,  we  have  been  carried  away  with  the  debate  on  the  canal  and 
trying  to  right  some  injustices  with  our  relationship  with  the  nation  of 
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Panama,  and  I  think  it  has  caused  us  not  to  see  the  real  problem,  which 
is  a  global  transportation  problem.  There's  only  two  barriers  to  the  full 
efficiency  of  maritime  travel  or  cargo  transportation  on  the  waters  in 
the  world.  One  is  Suez  and  the  other  is  Panama. 

The  Suez  Canal  is  enlarging  right  now,  under  construction,  with 
moneys  from  the  World  Bank.  They  are  increasing  their  capabilities  to 
150,000  deadweight  tons.  The  Panama  Canal  has  a  limitation  of  70,000 
deadweight  tons.  They  will  complete  that  work  this  year. 

When  I  was  in  Ismailia  and  was  briefed  by  the  Suez  Canal  Author- 
ity, they  showed  me  that  they  were  expecting  to  pay  for  this  expansion 
in  a  year  and  a  half,  and  that  they  were  going  to  go  to  phase  two, 
which  would  involve  additional  dredging  and  deepening  so  that  the 
canal  would  be  able  to  handle  250,000-  to  350,000-deadweight-ton 
vessels. 

Now,  that  would  mean,  with  the  Egyptian  action,  that  there  is  only 
one  barrier  left  in  the  world  for  large  vessels,  and  that  is  Panama.  Now, 
we  use  the  canal  more  than  anybody  else.  Probably  the  next  greatest 
is  Japan.  It  doesn't  really  seem  intelligent  for  us  to  take  an  emotional, 
myopic  position  on  this,  which  unfortunately  is  what  happened  in  the 
House  last  year.  What  I  am  advocating  has  passed  the  Senate  twice. 
The  House  in  the  waning  hours  of  the  last  session  voice  voted  down 
the  proposal  to  study  whether  it  is  in  our  enlightened  self-interest  in 
economic  terms  and  environmental  terms,  to  be  party  to  the  bringing 
about  of  a  sea  level  canal,  which  obviously  would  have  to  be  under  the 
leadership  of  Panama  because  it  is  their  country.  The  proposal  that  will 
eventually  come  about  will  involve  us  in  the  financing. 

But  before  we  can  even  undertake  that,  we  should  update  the  study 
that  is  in  existence.  We  should  know  precisely  what  the  environmental 
impacts  would  be  because  certainly  our  country  would  not  be  party  to 
a  project  of  this  magnitude  were  we  not  satisfied  about  the  environ- 
mental consequences  involved. 

So  I  would  hope  the  committee  would  take  the  study  proposal  that 
has  passed  the  Senate  already,  and  incorporate  it  in  your  implement- 
ing legislation  package,  and  send  it  back  to  the  House,  and  in  confer- 
ence hold  firm  for  this  study  to  be  done. 

We  are  not  asking  the  Nation  to  go  on  record  in  favor  of  it,  or  op- 
posed to  it.  We  are  only  asking  that  we  take  the  intelligent  view  and 
ascertain  whether  it  is  in  our  enlightened  self-interest  to  be  party  to 
this.  For  that  decision  to  be  made,  we  have  to  have  additional  facts.  At 
this  point  my  projections  are  the  only  definitive  study  other  than  the 
1970  study.  What  I  have  done  is  upgraded  the  1970  study,  and  if  niy 
figures  are  correct,  the  United  States  should  have  gotten  involved  in 
helping  bring  about  a  sea  level  canal  10  years  ago. 

But  we  didn't. 

Now,  there  is  one  particular  facet  that  is  especially  germane  to 
this  committee,  and  that  is  the  argument  from  a  defense  point  of  view. 
You  have  heard  stated  repeatedly  there  is  no  way  we  can  defend  the 
present  canal.  We  were  lucky  in  the  Second  World  War,  we  were  lucky 
in  the  Korean  war,  and  we  were  lucky  in  the  Vietnam  war.  That  is 
what  it  is.  It  is  just  good  luck  we  have  had. 

Not  to  demean  the  fine  caliber  of  defense  capability  that  we  have 
had  in  those  areas,  but  any  military  man  will  tell  you  it  is  just  plain 
good  luck. 
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But  when  we  have  a  sea  level  canal  where  our  carriers  can  go 
through,  we  will  be  saving  moneys  that  would  be  expended  by  having 
to  go  around  the  horn  with  only  a  small  escort,  which  endangers  the 
safety  of  those  carriers.  We  would  be  able  to  more  rapidly  respond 
to  crises  in  either  ocean.  I  have  had  military  people  tell  me  that  by 
having  a  sea  level  canal,  we  have  the  equivalent  of  one  additional 
nuclear  task  force. 

Now,  can  you  imagine  the  cost  of  that.  That  is  three  times,  really 
three  times  the  cost  of  the  canal,  just  in  that  additional  capability. 
Obviously  that  is  a  judgmental  capability,  but  so  many  times  this  com- 
mittee makes  these  judgments,  and  has  to  because  the  vital  interests 
of  this  Nation  are  at  stake. 

And  so  all  I  am  pleading  for  is  to  get  this  study  underway. 

Now,  I  would  like  to  add  that — this  I  think  will  be  of  particular 
interest  to  Senator  Stennis — since  I  have  been  an  advocate  of  this,  I 
have  been  to  Japan  on  a  couple  of  occasions,  talked  even  to  the  Prime 
Minister  of  Japan  about  this.  I  have  been  to  Germany,  have  talked 
with  private  corporations  and  government  oflBlcials.  I  have  been  to  the 
OECD  in  Paris  and  met  with  their  economists  and  talked  with  them 
about  this.  I  have  talked  with  the  World  Bank  about  this.  I  obviously 
have  had  extensive  contact  with  the  leadership  of  Panama  on  this 
subject,  and  what  I  have  found  is  general  agreement  throughout  the 
world. 

One  thing  that  has  come  out  of  these  travels  makes  me  very  opti- 
mistic. That  is  a  piece  that  appeared  in  a  publication  on  construction 
indicating  that  Mr.  Nagano,  who  is  president  of  the  Japan  Chamber 
of  Commerce  and  Industry,  is  persuaded  that  this  is  something  that 
is  very,  very  serious.  But  the  Japanese,  obviously,  don't  want  to  go 
unilaterally  to  the  insult  of  the  United  States,  because  Japan  is  a 
very  important  ally  of  ours,  and  vice  versa.  So  they  have  sort  of 
indicated  their  strong  interest  in  coming  forth  with  a  proposal  to  go 
ahead  and  build  it. 

Now,  financing  is  of  course  a  critical  part  of  it.  They  obviously 
would  be  significantly  involved.  All  I  can  say  is  that  certainly  I  will 
encourage  that,  and  I  plan  to  go  to  Japan  and  meet  with  this  group 
and  give  them  further  encouragement.  But  as  an  American,  I  would  be 
embarrassed  if  Japan  had  to  take  the  global  leadership  in  getting  this 
problem  solved.  And  it  is  not  to  demean  Panama  when  I  say  take 
the  leadership.  Panama's  economic  resources  are  not  sufficient  to  under- 
take this  project  alone.  They  would  need  a  major  power  or  a  group 
of  major  powers.  I  would  like  to  see  it  happen  under  the  leadership 
of  Panama  with  a  group  of  major  powers,  but  I  would  not  want  to 
suffer  the  embarrassment  of  seeing  my  country,  which  would  be  the 
greatest  beneficiary  of  a  sea  level  canal,  second  only  to  Panama,  lag 
behind  in  our  leadership  position  in  this  regard. 

So  I  would  really  hope  the  committee  would  use  its  good  offices, 
place  in  the  legislation  the  study  which  has  already  passed  the  Senate. 
Senator  Magnuson  and  I  were  the  coauthors  of  that  legislation.  It  has 
been  carefully  thought  out.  It  was  acceptable  on  environmental 
grounds,  acceptable  on  technical  grounds,  and  I  would  hope  you  would 
act  on  it. 

I  would  be  happy  to  respond  to  questions  that  you  might  have  in 
this  regard. 

[The  prepared  statement  and  additional  information  of  Senator 
Gravel  follow:] 
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Prepared  Statement  by  Senator  Mike  Gravel 
sea-level  canal  feasibility  study 

Foreign  policy  always  starts  with  the  question,  What  United 
States  interests  need  to  be  protected?   And  that  is  the  beginning 
point  for  any  discussion  of  the  Panama  Canal. 

X^       There  is  no  question  that  the  United  States  has  an  interest 
in  a  canal  at  the  Panamanian  isthmus.   But  I  have  become  convinced 
that  our  real  interests  lie  less  with  the  present  canal  than  they 
do  with  the  opportunity  to  construct  a  new,  sea-level  canal. 

I  therefore  joined  with  Senator  Warren  Magnuson  in  offering 
an  amendment  to  the  Fish  and  Wildlife  Improvement  Act  of  1978 
■  (H.R.2329)  to  authorize  a  four-year  study  to  update  the  report  of 
the  Atlantic-Pacific  Interoceanic  Canal  Study  Commission.   The 
Senate  approved  the  study  on  September  26,  1978. 

'  '  The  Canal  Study  Commission,  appointed  by  President  Johnson  in 

1964  to  study  the  feasibility  of  constructing  a  sea-level  canal 
across  the  Central  American  isthmus,  issued  its  final  report  in  1970. 
At  that  time  it  stated  that  a  sea-level  canal  is  wholly  feasible 
from  a  physical  point  of  view  and  under  reasonable  assumptions  could 
be  expected  to  pay  for  itself  within  60  years.   The  Commission 
further  determined  that  the  defense  and  foreign  policy  benefits  of 
a  sea-level  canal  are  sufficiently  great  to  warrant  writing  off  a 
substantial  portion  of  costs  for  those  purposes. 

In  the  eight  years  since  the  Commission  issued  its  report  it 
has  become  increasingly  apparent  that  the  present  canal  is  rapidly 
obsolescing  and  that  a  sea-level  canal  would  be  not  only  of  military 
and  foreign  policy  significance,  but  also  of  great  economic  value. 
To  fully  appreciate  this  fact  it  is  helpful  to  compare  the  economic 
projections  made  by  the  Commission  with  actual  experience  over  the 
intervening  years. 

The  most  frequently  heard  argument  against  the  economic  via- 
bility of  a  sea-level  canal  is  that  the  actual  number  of  ship 
transits  of  the  present  canal  has  fallen  considerably  short  of  the 
Commission's  potential  transit  forecast.   There  can  be  no  disputing 
the  facts,  although  as  I  shall  show  momentarily,  the  interpretation 
placed  upon  them  has  been  incorrect.   In  19  70  there  were  approximately 
15.5  thousand  transits  of  the  canal  per  year.   The  Commission  pro- 
jected this  figure  would  rise  to  18.5  thousand  by  1977.   But  in  fact 
the  number  of  transits  declined  to  just  over  13  thousand  by  1977. 
(See  Chart  1. ) 
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CHART   1 


Panama  Canal  Transits 
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In  part  this  discrepency  can  be  explained  as  the  result  of 
the  world-wide  recession  which  hit  hard  in  197i4,  and  from  which  we 
began  to  emerge  in  only  the  last  year  and  a  half.   But  this  cer- 
tainly does  not  explain  the  whole  picture,  because  even  before  the 
recession  the  number  of  transits  was  running  noticeably  below  the 
Commission's  projection.   Transits  also  went  down  with  the  end  of 
the  Vietnam  war,  but  this  i?  not  the  whole  story  either. 

The  proper  explanation  becomes  apparent  when  we  look  at  the 
tonnage  which  has  moved  through  the  canal  in  the  years  since  the 
Commission  issued  its  report.  As  can  be  seen  from  Chart  2,  the 
19  70  potential  tonnage  forecast  is  in  fact  an  accurate  reflection 
of  actual  experience.   When  the  actual  tonnage  figures  are  graphed 
against  the  straight  line  projection  of  the  1970  Study,  the  crests 
and  valleys  are  just  above  and  just  below  thp  forecast  figures.   If 
anything,  it  appears  that  the  tonnage  forecast  would  have  been  too 
modest  had  it  not  been  for  the  recession  years  19 7t  to  19  76. 

It  is  obvious  that  where  the  forecasters  miscalculated  was  on 
the  growth  of  vessel  size.   The  average  vessel  size  in  the  world 
shipping  fleet  has  increased  at  a  rate  much  greater  than  expected, 
with  the  result  that  actual  tonnage  through  the  canal  has  met  pro- 
jections while  the  number  of  annual  transits  has  actually  declined. 

This  interpretation  is  further  confirmed  by  comparing  actual 
canal  revenues  since  1970  with  the  potential  revenue  forecast.  As 
can  been  seen  graphically  in  Chart  3,  actual  revenues  have  been 
running  substantially  above  those  which  the  Commission  projected 
would  be  required  to  amortize  the  cost  of  a  sea-level  canal. 

This  unexpected  growth  in  ship  size  revealed  by  comparing  the 
Commission's  economic  projections  with  actual  experience  points  up 
very  starkly  that  the  present  Panama  Canal  is  rapidly  obsolescing. 
To  see  just  how  rapidly,  it  is  useful  to  take  a  look  at  ship  growth 
rates  within  recent  years. 

Chart  4  displays  bulk  carrier  construction  growth  rates  from 
1950  to  1975  for  those  carriers  over  60,000  dead  weight  tons  (DWT) — 
in  other  words,  for  those  ships  too  large  to  use  the  Panama  Canal. 
It  is  readily  apparent  that  until  1965  the  number  of  bulk  carriers 
too  large  for  the  canal  vejpe   insignificant.   But  after  that  date 
large  bulk  carrier  construction  soared,  such  that  by  1975  almost  20 
percent  of  all  bulk  carriers  were  60,000  DWT  or  larger,  and  hence 
too  big  to  transit  the  canal.   What  is  even  more  significant,  in 
carrying  capacity  these  large,  new  vessels  represented  fully  U3.8 
percent  of  the  world  tonnage  for  the  bulk  carrier  fleet. 

The  situation  is  even  more  dramatic  when  we  look  at  tankers. 
Chart  5  is  a  time-graph  of  average  tanker  size  in  the  world  fleet. 
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CHART  2 
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CHART   3 
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Bulk  Carrier  Construction 
Growth  Rates—  World  Heet 
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It  shows  that  as  recently  as  1960  only  2.4  percent  of  newly  built 
tankers  were  over  70,000  DWT.  and  hence  too  large  to  use  the  canal. 
But  by  1975  this  figure  had  Jumped  to  66.7  percent, .a  phenomenal 
growth  rate. 

Chart  6  tells  the  same  story  in  a  slightly  different  way. 
It  displays  graphically  the  percent  of  tonnage  of  the  world  tanker 
fleet  over  70,000  DWT.   Again  we  see  that  the  dramatic  increase 
began  about  1960,  when  the  total  world  fleet  contained  only  about 
25  tankers  too  large  for  the  Panama  Canal.   But  by  1975  there  were 
900  such  tankers,  representing  37  percent  of  the  total  number  and 
a  whalloping  76.5  percent  of  the  tonnage. 

While  Charts  4,  5,  and  6  relate  exclusively  to  bulk  carriers 
and  tankers--the  two  types  most  significant  in  world  trade--Chart  7 
shows  that  these  exponential  growth  rates  in  fact  apply  to  the 
world  fleet  as  a  whole,  not  just  to  two  particular  kinds  of  vessel. 
As  can  be  seen  from  the  graph,  in  January  1966 — a  mere  12  years 
ago--only  10.41  percent  of  the  world  fleet  tonnage  was  too  large 
to  transit  the  Panama  Canal.   But  by  January  1971  this  had  increased 
to  31.77  percent,  and  by  January  1977  to  57.80  percent.   In  other 
words,  more  than  half  the  world's  tonnage  is  already  too  large  for 
the  canal. 

Looked  at  in  another  way.  this  means  that  in  the  eleven  years 
between  1966  and  1977,  the  portion  of  the  world  fleet  tonnage  able 
to  usTthe  Panama  Canal  has  dropped  from  nearly  90  percent  to  a 
mere  42  20  percent.   If  we  extrapolate  this  downward  trend  at  only 
Sne- third  thi  actual  rate  of  the  past  decade,  we  find  that  by  the 
Jear  2001  no  more  than  7.64  percent  of  the  world  fleet  tonnage  will 
be  able  to  transit  the  canal.   (See  Chart  8.) 

These  figures  leave  no  doubt  that  the  Panama  Canal  is  in 
large  measure  already  obsolete.   Its  value  is  rapidly  declining  as 
it  is  overtaken  by  advances  in  technology  and  engineering.   It  is 
not  hard  to  imagine  what  the  situation  will  be  in  another  ten  or 
twenty  years,  which  is  probably  the  shortest  time  in  which  we  could  " 
expect  to  have  a  sea- level  canal  complete. 

At  present  the  most  striking  evidence  of  the  dated  character 
of  the  Panama  Canal  is  its  inability  to  handle  economically  the 
transhipment  of  Alaskan  oil.   By  next  spring  Alaska's  North  Slope 
will  be  producing  oil  at  the  rate  of  1.2  million  barrels  per  day. 
Within  a  relatively  short  time  this  will  be  increased  to  1.6  million 
barrels.   Even  at  the  lower  1.2  million  barrel  level,  this  will 
produce  a  West  Coast  surplus  of  at  least  500,000  barrels  per  day. 

There  is  every  likelihood  that  these  figures,  as  high  as  they 
are,  will  at  least  double  in  the  next  several  years.   The  probability 
that  large  quantities  of  oil  will  be  recovered  from  the  Alaskan 
Gulf,  National  Petroleum  Reserve  No.  4,  and  other  areas  of  Alaska, 
both  on  and  off  shore,  is  very  high.   According  to  conservative 
projections  by  the  U.S.  Geological  Survey  (USGS) ,  recoverable 
reserves  in  Alaska  may  be  five  times  as  large  as  already  demonstrated 
reserves. 
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Tanker  Construction 
Growth  Rates—  World  Heet 
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Declining  Percent  of  World  Fleet 
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I  believe  it  is  a  conservative  estimate  that  Alaska  will  be 
producing  an   additional  two  million  barrels  of  oil  per  day  within 
2  to  5  years,  and  yet  another  two  million  barrels  per  day  within 
5  to  10  years.   (See  Map  No.  1.)   Figures  of  this  magnitude  are 
confirmed  by  cm  Atlantic  Richfield  Company  estimate  that  the  West 
Coast  oil  surplus  could  be  as  high  as  2.**  million  barrels  per  day 
in  1990. 

As  these  Alaskan  oil  reserves  are  brought  to  production,  a 
sea-level  canal  becomes  increasingly  attractive.   It  would  require 
120  million  tons  of  canal  traffic  per  year  to  move  a  surplus  of 
2.t  million  barrels  per  day  through  the  canal.  This  represents 
almost  exactly  one-half  of  the  Commission's  entire  potential  tonnage 
forecast  for  1990.   They  included  in  their  2  39  million  tons  per  year 
estimate  only  41  million  tons  of  petroleum,  or  about  one-third  the 
volume  that  now  appears  likely  to  materialize  from  Alaska  alone. 

If  this  oil  and  the  accompanying  gas  is  to  reach  U.S.  markets 
where  it  is  needed,  it  must  be  transported  by  tanker  to  the  Gulf 
of  Mexico  and  the  East  Coast,  or  else  it  must  be  moved  inland  by 
pipeline  from  the  West  Coast. 

The  pipeline  alternative  has  considerable  drawbacks.   The 
nation's  pipeline  infrastructure  for  the  delivery  of  oil  and  gas 
runs  south  to  north,  fanning  out  from  the  Gulf  Coast  States  to 
serve  the  Midwest  and  Northeast.   (See  Map  No.  2.)   The  explemation 
for  this  pattern  is  simple.   Historically,  oil  and  gas  was  dis- 
covered in  the  Gulf  region  and  was  moved  to  the  nation's  population 
and  industrial  center. 

This  infrastructure  represents  a  $7  billion  capital  invest- 
ment in  the  case  of  oil  lines  and  $12.7  billion  for  gas  lines. 
There  is  also  an  investment  of  approximately  $19  billion  in  Gulf 
Coast  refining  capacity.   If  it  were  to  become  necessary  in  the 
next  several  years  to  move  our  energy  supplies  from  west  to  east, 
rather  than  from  south  to  north,  much  of  this  infrastructure  would 
have  to  be  replaced  at  capital  costs  much  higher  than  the  original 
investment. 

For  at  least  the  next  2  to  3  years  there  is  no  real  alternative 
to  using  the  existing  canal  for  transporting  West  Coast  surplus  oil 
to  regions  of  the  country  which  have  a  crude  oil  deficiency.   But 
because  of  the  inefficient  lightering  operations  that  are  involved, 
transit  charges  on  this  route  are  sufficiently  high  that  pipeline 
alternatives  become  attractive  even  though  new  pipeline  investment 
costs  would  be  required. 

A  number  of  such  projects  have  been  proposed  to  deliver  surplus 
oil  to  markets  in  either  the  Central  or  Gulf  States.   (See  Table  1 
and  Map  3.)   The  most  important  of  these  are  as  follows: 
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Tr'ans-Mountain  Pipeline.   Tlii::  is  an  t.xisting  line  which  at 
present  carries  oil  east  to  west  fr'om  ndmonton  to  the  Vancouver  area. 
Atlantic  Richfield  Company  (ARCO)  proposes  a  partial  reversal  of. 
the  flow  to  move  Ibb  thousand  barrels  per  day  of  Alaskan  crude  from 
Cherry  Point  in  Washington  to  the  so-called  Northern  Tier  refineries 
in  Montana,  North  Dakota,  Minnesota,  Wisconsin,  and  upper  Michigan. 
The  capacity  of  this  line  would  satisfy  the  needs  of  these  refineries. 
Capital  investment  costs  would  be  a  relatively  minimal  $115  million 
and  transportation  costs  into  Chicago  would  be  $2.30  per  barrel  of 
oil.   This  project  has,  however,  run  into  stiff  environmental 
opposition  in  the  State  of  Washington  and  may  not  get  the  necessary 
permits.   Moreover,  federal  legislation  effectively  prohibiting 
supertankers  at  Cherry  Point  was  enacted  in  the  fall  of  1977. 

Northern  Tier  Pipeline.   This  proposal  calls  for  the  construc- 
tion of  1570  miles  of  new  pipe  at  a  capital  cost  of  $1.6  billion. 
It  would  move  600,000  barrels  per  day  of  Alaska  crude  from  the  Port 
Angeles  area  in  Paget  Sound  to  Clearbrook,  Minnesota,  thus  serving 
the  refineries  in  the  Northern  Tier  States.   It  would  deliver  oil 
to  the  Chicago  area  at  a  cost  of  $2.78  per  barrel.   It  faces  environ- 
mental objections  in  the  State  of  Washington  at  least  equal  to  those 
confronting  the  Trans-Mountain  project. 

Kitimat  Pipeline.   This  project  would  involve  the  construction 
of  753  miles  of  pipe  from  the  town  of  Kitimat  in  British  Columbia  to 
Edmonton,  Alberta.   It  would  there  interconnect  with  existing  lines 
to  serve  the  Northern  Tier  States  and  the  upper  Midwest.   It  would 
have  a  capacity  of  525,000  barrels  per  day  and  would  entail  an  invest- 
ment of  some  $969  million.   Transportation  costs  to  Chicago  would  be 
$2.38  per  barrel  of  oil.  At  present  the  sponsors  of  this  project 
are  inactive.   It  seems  unlikely  that  interest  will  be  revived  since 
the  Canadian  Cabinet  has  expressed  its  opposition. 

Sohio  Pipeline.   Standard  Oil  Company  of  Ohio  (SOHIO)  proposes 
to  convert  to  oil  service  existing  gas  lines  running  from  Midland, 
Texas  to  Redlands,  California.   With  the  construction  of  an  additional 
219  miles  of  pipe,  this  would  allow  Sohio  to  move  Alaskan  crude  from 
Long  Beach  to  Texas  at  a  rate  of  500,000  barrels  per  day.   This  is 
the  most  economical  of  all  the  proposed  pipeline  projects,  as  it 
would  transport  the  oil  to  Chicago  for  $2.29  per  barrel  and  into 
Houston  for  only  $2.06  per  barrel.   The  Sohio  project  faces  two 
major  hurdles.   First,  the  State  of  California  has  been  extremely 
reluctant  to  issue  the  necessary  permits  because  of  concern  that 
further  degradation  of  air  quality  in  the  Los  Angeles  area  might  re- 
sult.  Second,  both  Federal  Power  Commission  and  California  Public 
Utilities  Commission  approval  are  required  for  conversion  of  the 
existing  gas  lines  to  oil  service.   This  approval  may  not  be  granted 
due  to  new  discoveries  of  gas  in  the  Mexican  Yucatan.   Mexico  could 
very  economically  move  its  gas  into  Texas  and  then  transport  it 
through  the  existing  system  to  California. 
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Trans-Guatemala  I'ipeiine.   The  Central  American  Pipeline 
Company  proposes  to  transport  Alaskan  crude  227  miles  across  Gu.*temala 
for  marine  deliver-y  to  the  Gulf  Coast.   Investment  costs  would  be 
$9 at  million  for  a  1.2  million  barrel  per  day  pipeline.   Transporta- 
tion costs  would  be  $2.52  into  the  Chicago  market,  and  $2.16  into 
Houston.   The  major  drawback  to  this  proposal  is  the  absence  of 
interest  from  the  major  oil  companies,  and  the  possibility  that  it 
could  be  interpreted  as  involving  the  export  of  Alaskan  crude,  which 
is  currently  not  permitted. 

To  summarize,  existing  pipeline  systems  in  the  United  States 
are  designed  to  deliver  oil  and  gas  from  the  Gulf  Coast  to  the  Mid- 
west and  Northeast,  where  the  nation's  energy  needs  are  the  greatest. 
Now  that  our  major  source  of  domestic  supply  is  shifting  from  the 
Gulf  region  to  Alaska,  we  must  either  build  new  pipeline  infra- 
structures at  large  capital  costs  and  potentially  signifncant  environ- 
mental costs,  or  else  we  must  find  an  economical  marine  delivery  route 
that  will  enable  us  to  bring  Alaskan  crude  into  Gulf  Coast  ports 
for  transport  through  existing  lines.   Although  a  number  of  new  pipe- 
lines have  been  proposed,  each  has  severe  political  or  financial 
hurdles  to  overcome.   Moreover,  even  should  one  or  two  of  these  pro- 
jects be  built,  their  capacities  would  not  be  sufficient  to  handle 
the  surplus  supply  of  Alaskan  oil  expected  on  the  West  Coast  ten 
years  from  now. 

This  set  of  facts,  taken  in   conjunction  with  the  generally 
positive  findings  of  the  Canal  Study  Commission,  appear  to  make  a 
sea-level  canal  a  very  attractive  option.   To  further  check  this  out 
I  compared  the  oil  transportation  costs  via  the  combined  pipeline-- 
marine  routes  I  have  just  been  discussing  with  an  all  marine  route 
through  a  sea-level  canal. 

The  pipeline  costs  vary  from  $2.06  to  $2.78  per  barrel  of 
crude,  and  to  be  competitive  transport  costs  through  a  sea-level 
canal  would  have  to  fall  within  this  range.   Apparently  they  do. 

I  have  asked  Arthur  D.  Little,  Inc.,  using  the  same  computer 
model  from  which  the  pipeline  transport  costs  were  derived,  to  cal- 
culate costs  between  Valdez  and  Houston  via  a  sea-level  canal.   Here 
is  what  they  found : 

-  $].74  per  barrel  for  165,000  DWT  vessels 

-  $1.35  per  barrel  for  225,000  DWT  vessels 

-  $1.31  per  barrel  for  265,000  DWT  vessels 

To  these  figures  must  be  added  a  reasonable  toll  figure,  which  I 
have  calculated  to  be  UM"^  per  barrel  of  oil.   (This  compares  with  a 
toll  of  27t  per  barrel  of  oil  through  the  present  canal.) 
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This  means  that  transport  costs  through  a  sea-level  canal  may 
be  preliminarily  estimated  to  fall  somewhere  whthin  a  $1.75  to  $2.18 
range.   As  can  readily  be  seen  (See  Chart  9),  the  low  end  of  this 
spectrum  is  31*  less,  and  the  high  end  60t  less,  than  the  respective 
low  and  high  ends  of  the  cost  range  for  combined  pipeline-marine 
routes. 

Clearly,  if  these  figures  are  sustained  upon  a  more  thorough 
analysis,  a  sea-level  canal  is  a  highly  competitive  alternative  for 
transporting  surplus  West  Coast  oil.   If  we  assume  an  oil  surplus  of 
only  500,000  barrels  per  day  (the  amount  we  definitely  will  have  this 
spring) ,  a  sea-level  canal  would  in  ten  years  save  the  American  public 
$1.3  billion  as  compared  with  the  existing  canal.   Over  a  similar 
period  of  time,  the  savings  would  be  $565  million  when  the  sea-level 
canal  is  compared  with  the  most  economic  of  the  pipeline  routes ,  the 
Sohio  project.  (See  Chart  10.) 

In  addition  to  the  capital  investment  costs  for  pipeline  and 
refinery  infrastructures  which  may  be  offset  against  the  cost  of 
construction  of  a  canal,  there  are  extremely  important  military  and 
foreign  policy  values  to  be  realized  through  a  sea-level  canal. 
Under  agreements  already  entered  into  or  soon  to  be  concluded,  much 
of  the  east  coast  of  the  United  States  will  in  the  near  future  be 
dependent  upon  Algeria,  and  possibly  the  Soviet  Union,  for  its 
natural  gas  supplies.   Although  such  an  arrangement  is  satisfactory 
at  the  present  time,  the  desirability  of  long-term  energy  dependency 
on  these  two  countries  is  questionable  at  best.   The  severe  harm 
which  could  be  done  to  the  economy  of  the  eastern  seaboard  by  a 
cut-off  of  these  foreign  supplies  is  truly  inestimable,  but  we  may 
be  certain  it  would  run  into  the  billions  of  dollars.   A  sea-level 
canal  would  enable  us  to  meet  these  domestic  energy  needs  with 
Alaskan  gas,  and  thus  provide  us  a  great  deal  more  foreign  policy 
flexibility. 

From  a  more  strictly  military  point  of  view,  a  sea-level  canal 
offers  quite  significant  strategic  and  logistical  advantages  over 
the  present  canal.   It  would  be  almost  totally  invulnerable  to  long- 
term  interruption  by  military  attack,  whereas  the  present  locks 
canal  can  be  incapacitated  for  as  long  as  2  years  with  relative 
ease.   This  means  that  the  canal's  important  role  in  providing 
logistical  support  to  military  operations  in  the  Pacific  area  would 
be  wholly  dependable.   To  get  some  sense  of  what  this  would  be  worth 
in  dollar  values,  we  may  observe  that  since  its  inception  in  190U 
the  U.S.  Government  has  expended  $5.31  billion — or  approximately  six 
times  the  net  civilian  investment  in  the  canal — to  defend  the  canal. 
These  defense  expenditures,  as  important  as  they  are  for  the  present 
locks  canal,  could  be  greatly  reduced  for  a  sea- level  canal  because 
of  JtG  invulnt:rn|-..i  lity. 


338 


CHART   9 

CRUDE   Oil. 
TRANSPOKTATION'  COSTS 
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(265   DVJT,    $1.75) 


Tier,    $2.78) 


165  DWT,    $2.18) 
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In  addition,  a  sea-level  canal  could  be  transited  by  our  air- 
craft carriers,  which  are  too  large  for  the  present  facility.   At 
present ,  a  Carrier  Task  Group  moving  from  one  ocean  to  the  other  must 
send  part  of  itr>  forre  around  South  Americi  while  the  remainder 
transits  the  canal,  only  to  lie  idle  for  I'l  days  while  the  rest  of  the 
force  catches  up. 

As  an  example  of  the  strategic  shortcomings  and  military  in- 
efficiency of  the  present  canal,  let  us  assume  there  is  an  emergency 
in  the  Mediterranean  which  calls  for  reinforcement  from  a  Carrier 
Task  Group  stationed  on  the  West  Coast. 

Under  present  conditions,  the  Task  Group's  crusier  and  15  of 
its  destroyers  would  sail  through  the  canal,  reaching  Gibraltar  in 
15  days.   Meanwhile,  the  carrier  and  an  additional  10  destroyer  escort 
would  steam  the  additional  5000  miles  around  Cape  Horn,  not  reaching 
Gibraltar  for  2  5  days. 

If  a  sea-level  canal  were  available,  the  entire  Carrier  Task 
Group  could  reach  Gibraltar  in  15  days,  at  a  savings  of  t7,000  barrels 
of  fuel  and  $870,000.  The  sjtrategic  flexibility  this  would  provide 
our  Navy  would  be  equivalent  to  adding  an  entire  Carrier  Task  Group 
to  our  arsenal.  In  effect,  this  would  provide  us  an  additional  $20 
billion  in  defense  capability  at  no  extra  cost  to  the  taxpayers. 
(See  Map  <+. ) 

Taken  together,  the  military  and  foreign  policy  values,  the 
savings  from  retaining  existing  energy  delivery  infrastructures,  and 
the  reduced  transportation  costs  of  a  sea-level  canal  would  appear 
to  justify  such  a  project  even  in  the  absence  of  strict  financial 
feasibility,  which,  as  we  have  seen,  is  far  from  lacking. 

The  United  States  -  perhaps  in  conjunction  with  other  inter- 
ested parties  such  as  the  State  of  Alaska,  the  international  oil 
companies,  Japan,  Mexico,  Venezuela,  and  countries  on  the  west 
coast  of  South  America  -  could  guarantee  the  bonds  to  finance  a  new 
sea-level  canal  fully  owned  and  operated  by  the  Panamanians.   It 
would  be  strictly  a  business  arrangement  with  a  Panamanian  guarantee 
of  access  and  reasonable  tariffs  as  the  only  quid  pro  quo.   This  would 
provide  Panama  the  economic  control  over  her  resources  she  demands, 
and  would  at  the  same  time  defuse  the  present  controversy.   The 
United  States,  for  her  part,  would  obtain  the  economic  advantages 
already  pointed  out ,  and  would  achieve  her  ultimate  goal  of  a  defen- 
sible canal  available  to  all  at  reasonable  rates. 

I  think  there  can  be  no  doubt  that  the  advantages  to  the 
United  States  are  sufficiently  great  to  warrant  the  authorization 
of  a  further  $8  million  to  update  the  comprehensive  work  already  done 
by  the  Canal  Study  Commission.   This  update  would  include  (1)  a 
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review  of  the  shipping  study,  including  an  update  of  transportation 
economics;  (2)  a  review  of  potential  environmental  effects,  including 
the  preparation  of  an  environmental  impact  statement  in  accordance 
with  section  102  of  the  National  Environmental  Policy  Act,  with 
special  attention  being  givt-n  to  potontial  ecological  effects  of  the 
migration  of  marine  organisms  through  a  sea-level  canal;  and  (3)  a 
review  of  the  1970  engineering  findings  and  recommendations. 
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Fish  and  Wildlife  Improvement  Act  of  1978 
.  TITLE  II— INTEROCEANIG  CANAL  STUDY 

SEC.    201.   THIS   TITLE    MAY  BE   CITED   AS   THE    "iNTEEOCEANIC    CANAL   STUDY   ACT   OF 

1978". 

SEC.    202.    FINDINGS. 

The  Congress  finds  and  declares  the  following : 

(1)  The  potential  improvements  in  interoceanic  transit  resulting  from 
a  new  Atlantic-Pacific  canal  are  of  great  national  and  international  signifi- 
cance. 

(2)  The  Atlantic- Pacific  Interoceanic  Canal  Study  Commission  report  in 
1970  concluded  that  there  were  no  technical  obstacles  of  suflScient  magni- 
tude to  prevent  successful  construction  and  operation  of  a  sea-level  canal 
between  the  Atlantic  and  Pacific  Oceans.  Since  the  issuance  of  that  report 
the  political,  economic,  and  military  circumstances  concerning  such  a  canal 
may  have  changed. 

(3)  The  effect  of  a  sea-level  canal  upon  the  environment  is  unknown, 
but  there  is  a  possibility  that  substantial  impacts  on  marine  ecosystems 
might  result  from  the  construction  and  operation  of  such  a  canal. 

(4)  The  most  current  information  on  the  benefits  and  costs  of  the  pos- 
sible construction  and  operation  of  a  sea-level  canal  between  the  Atlantic 
and  Pacific  Oceans  should  be  available  to  the  Congress  and  the  public  in 
view  of  the  economic  and  national  security  importance  of  a  new  canal. 

SEC    203.    PURPOSES. 

The  Congress  declares  that  the  purposes  of  this  title  are  the  following: 

(1)  To  provide  for  the  completion  of  the  studies  and  investigations  neces- 
sary to  make  current  the  findings  of  the  report  of  the  Atlantic-Pacific  In- 
teroceanic Canal  Study  Commission  and  to  determine  the  environmental 
effects  of  a  possible  sea-level  canal  between  the  Atlantic  and  Pacific  Oceans. 

(2)  To  provide  for  the  determination,  based  on  the  best  and  most  cur- 
rent information  available,  of  the  feasibility  of  and  the  most  suitable  site  for 
the  construction  of  a  new  interoceanic  canal  between  the  Atlantic  and 
Pacific  Oceans. 

(3)  To  provide  for  study  and  comparison  of  the  trade  demands  and 
economic  alternatives  for  the  transit  of  vessels  or  movement  of  cargoes 
between  the  Atlantic  and  Pacific  Oceans. 

SEC    204.   DEFINITIONS. 

For  the  purposes  of  this  title — 

(1)  The  term  "Council"  means  the  Interoceanic  Canal  Study  Council 
established  by  section  211. 

(2)  The  term  "Commission"  means  the  International  Sea-Level  Canal 
Study  Commission  established  by  section  221. 

(3)  The  term  "host  country"  means  the  foreign  country  which,  as  a  re- 
sult of  studies  determining  that  the  most  advantageous  route  for  con- 
struction of  a  sea-level  canal  lies  within  that  nation's  boundaries,  under- 
takes to  form  with  the  United  States  the  International  Sea-Level  Canal  Study 
Commission  established  in  part  B  of  this  title. 

Part  A — Interoceanic  Canal  Study  Council 

SEC    211.    ESTABLISHMENT. 

There  is  hereby  established  the  Interoceanic  Canal  Study  Council. 

SEC.    212.    DUTIES. 

The  Council  shall  conduct  a  review  and  assessment  of  alternate  routes  for  the 
construction  and  operation  of  a  new  interoceanic  canal  across  the  Americas. 
The  review  and  assessment  by  the  Council  shall  include,  but  not  be  limited  to, 
with  respect  to  each  major  alternate  route — 

(1)  an  assessment  of  the  general  environmental  effects  of  construction 
and  operation  of  a  new  interoceanic  canal  along  such  route ; 

(2)  an  estimation  of  the  United  States  economic  benefits  that  would  be 
derived  from  construction  of  such  a  canal  along  such  route,  and  an  estima- 
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tion  of  the  economic  benefits  that  would  be  derived  from  means  and  sys- 
tems other  than  a  new  interocean  canal  for  transit  of  cargo  between  the 
Atlantic  and  Pacific  Oceans ; 

(3)  an  estimation  of  the  United  States  national  security  and  foreign 
policy  benefits  that  would  be  derived  from  construction  of  such  a  canal 
along  such  route ;  and 

(4)  an  estimation  of  the  engineering  problems  entailed  in  the  construc- 
tion of  such  a  canal  along  such  route. 

SEC.    213.    MEMBERSHIP. 

(a)  NuMBEB  AND  APPOINTMENT. — The  Council  shall  consist  of  five  members, 
who  are  United  States  citizens,  as  follows : 

( 1 )  One  member  shall  be  appointed  by  the  President  pro  tempore  of  the 
Senate. 

(2)  One  member  shall  be  appointed  by  the  Speaker  of  the  House  of  Rep- 
resentatives. 

(3)  Three  members  shall  be  appointed  by  the  President. 

A  vacancy  in  the  Council  shall  be  filled  in  the  manner  in  which  the  original 
apopintment  was  made. 

(b)  Chairman. — The  Chairman  of  the  Council  shall  be  elected  by  the  Coun- 
cil from  among  its  members. 

SEC.    214.    POWERS. 

(a)  Hearing. — The  Council  or,  if  authorized  by  the  Council,  any  committee 
of  one  or  more  members  may,  for  the  purpose  of  carrying  out  the  provisions  of 
this  part,  hold  such  hearings  and  sit  and  act  at  such  times  and  places  as  the 
Council  or  such  committee  deems  advisable. 

(b)  Other  Powers. — The  Council  has  such  other  powers  as  are  set  forth 
in  section  231. 

SEC.    215.    report   AND   RECOMMENDATIONS   OF   COUNCII,. 

Council. — Not  later  than  one  year  after  the  date  of  the  enactment  of  this  title, 
the  Council  shall  submit  to  the  President  and  the  Congress  a  document  setting 
forth  the  results  of  the  review  and  assessment  carried  out  by  it  under  section 
212. 

SEC.    216.   TRANSITION. 

The  Council  shall  cease  to  exist  on  whichever  of  the  following  days  first  oc- 
curs after  the  date  of  the  submission  of  its  report  under  section  215 : 

(1)  The  last  day  of  the  six-month  period  beginning  on  the  date  of  such 
submission. 

(2)  The  day  on  which  the  Secretary  of  State  notifies  the  Congress  that  the 
host  country  in  which  is  deemed  to  be  located  the  most  advantageous  route 
for  construction  of  an  interoceanic  canal  has  accepted  participation  in  the 
International  Sea-Level  Canal  Study  Commission. 

SEC.    217.    TAKING   E^FFECT   OF   PART   B. 

Part  B  shall  take  effect  if,  and  only  if — 

(1)  the  Council  declares  in  its  report  submitted  under  section  215  that 
the  United  States  and  the  country  in  which  the  most  advantageous  route 
for  construction  is  located  both  recognize  that  a  sea-level  canal  may  be  im- 
portant for  international  navigation  in  the  future ; 

(2)  the  Senate  and  the  House  of  Representatives  have  not,  within  sixty 
days  of  receiving  the  report  of  the  Council  submitted  under  section  215, 
agreed  to  a  joint  resolution  stating  their  disapproval  of  such  report : 
Provided,  That  the  sixty-day  period  referred  to  in  this  paragraph  shall  be 
computed  by  excluding  (i)  the  days  on  which  either  House  is  not  in  ses- 
sion because  of  an  adjournment  of  the  Congress  sine  die,  and  (ii)  any 
Saturday  and  Sunday,  not  excluded  under  subparagraph  (j),  when  either 
House  is  not  in  session ;  and 

(3)  the  Congress  is  notified  by  the  Secretary  of  State  that  the  country  in 
which  the  most  advantageous  route  for  construction  is  deemed  to  be 
located  has  accepted  participation  in  the  International  Sea-Level  Canal 
Study  Commission  established  in  part  B  of  this  title. 

The  effective  date  of  such  part  shall  be  the  date  on  which  (1),  (2),  and  (3)  of 

this  paragraph  shall  have  occurred. 
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Part  B — International   Sea-Level   Canal   Study   Commission 

SEC.    22  1.    establishment. 

Upon  the  taking  effect  of  this  part,  there  is  established  the  International  Sea- 
Level  Canal  Study  Commission. 

SEC.    2  22.    DUTIES. 

(a)  In  Geneiral. — The  Commission  shall  conduct  such  studies  and  investi- 
gations as  may  be  necessary,  including  onsite  surveys,  and  including  an  up- 
dating of  the  report  of  the  Atlantic-Pacific  Interoceanic  Canal  Study  Commis- 
sion (submitted  pursuant  to  Public  Law  8S-609),  to  assess  the  feasibility  of  a 
sea-level  canal  in  the  host  country  and  to  prepare  an  environmental  report  in 
accordance  with  section  102  of  the  National  Environmental  Policy  Act  and  in 
connection  with  such  studies  and  investigations.  The  results  of  the  review  and 
assessment  by  the  Council  under  part  A  shall  be  considered  by  the  Commission  in 
conducting  such  studies  and  investigations. 

(b)  Report  of  Commission. — Within  three  years  after  the  date  on  which  the 
initial  appointment  of  all  members  of  the  Commission  is  completed  the  Com- 
mission shall  submit  to  the  President,  the  Congress,  and  the  host  country,  a 
report  of  its  findings  and  recommendations.  The  report  of  the  Commission  shall 
include,  but  not  be  limited  to — 

(1)  an  environmental  report  in  accordance  with  section  102  of  the  Na- 
tional Environmental  Policy  Act ; 

(2)  an  inventory  and  assessment  of  flora,  fauna,  and  ecosystems  of  the 
host  country  as  they  relate  to  the  construction  and  operation  of  a  sea-level 
canal,  including  but  not  limited  to — 

(A)  potential  migration  of  marine  organisms  through  a  sea-level 
canal  and  the  potential  ecological  effects  of  any  such  migration ; 

(B)  natural  or  manmade  barriers  that  might  mitigate  the  effects  of 
any  such  migration ;  and 

(C)  other  potential  environmental  effects  of  a  sea-level  canal; 

(3)  an  analysis  of  the  best  techniques  and  equipment  presently  avail- 
able or  which  could  be  developed  to  excavate  a  sea-level  canal ; 

(4)  the  preparation  of  alternative  designs  for  financing  the  construction 
of  a  sea-level  canal ; 

(5)  an  assessment  of  the  economic  feasibility  of  a  sea-level  canal,  includ- 
ing, but  not  limited  to — 

(A)  an  analysis  of  a  sea-level  canal  in  relation  to  alternative  trans- 
portation modes ; 

(B)  an  evaluation  of  the  potential  contribution  of  a  sea-level  canal 
to  alleviate  the  problem  of  world  energy  shortages ; 

(C)  an  assessment  of  the  impact  of  a  sea -level  canal  on  world  com- 
modity movements  and  world  port  development ; 

(D)  an  analysis  of  world  ship  population  profiles  associated  with 
projected  interoceanic  trade  fiows  ; 

(6)  an  assessment  of  the  national  security  and  foreign  policy  ramifica- 
tions of  a  sea-level  canal ;  and 

(7)  an  assessment  of  the  general  interest  expected  by  individuals,  public 
and  private  organizations,  and  nations  engaged  in  international  commerce 
in  connection  with  construction  and  operation  of  a  sea-level  canal. 

SEC.    223.    MEMBERSHIP. 

(a)  Number  AND  Appointment. — 

(1)  Except  as  provided  in  paragraph  (2),  the  Commission  shall  consist  of 
ten  members  as  follows  : 

(A)  One  member  appointed  by  the  President  pro  tempore  of  the 
Senate. 

One  member  appointed  by  the  Speaker  of  the  House  of  Representa- 
tives. 

(C)  Three  members  appointed  by  the  President. 

(D )  Five  members  appointed  by  the  host  country. 

(2)  A  vacancy  in  the  Commission  shall  be  filled  in  the  manner  in  which 
the  original  appointment  was  made. 

(b)  Chairman. — The  Chairman  of  the  Commission  shall  be  elected  by  the 
Commission  from  among  its  members. 
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SEC.    224.    POWERS. 

(a)  Hearings. — The  Commission  or,  if  authorized  by  the  Commission,  any 
committee  consisting  of  one  or  more  members  may,  for  the  purpose  of  carrying 
out  the  provisions  of  this  part,  hold  such  hearings  and  sit  and  act  at  such  times 
and  places  as  tlie  Commission  or  such  committee  deems  advisable.  In  the  conduct 
of  hearings,  testimony  and  evidence  may  be  given  in  either  English  or  the  lan- 
guage of  the  host  country,  and  transcripts,  reports,  and  materials  of  the  Com- 
mission shall  be  made  available  in  both  languages. 

(b)  Other  Powers. — The  Commission  has  such  other  powers  as  are  set  forth 
in  section  231. 

SEC.    225.    ACTION    BY    COUNCIL    ON    ENVIRONMENTAL   QUALITY. 

When  the  Commission  submits  the  environmental  report  required  under  sec- 
tion 222(b)  (1),  the  Council  on  Environmental  Quality  shall  promptly  thereafter 
afford  interested  persons  an  opportunity  to  present  oral  and  written  data,  views 
and  arguments  respecting  the  environmental  impact  statement  included  in  such 
environmental  report.  Not  later  than  ninety  days  after  the  date  on  which  such 
report  is  so  submitted,  the  Council  on  Environmental  Quality  shall  submit  to  the 
President  and  the  Congress  a  document,  which  shall  be  made  available  to  the 
public  at  the  same  time,  summarizing  any  data,  views,  and  arguments  received 
from  the  public  and  setting  forth  the  views  of  the  Council  on  Environmental 
Quality  concerning  the  legal  and  factual  suflBciency  of  such  environmental  impact 
statement. 

SEC  226.  TERMINATION  OF  COMMISSION. 

The  Commission  shall  cease  to  exist  sixty  days  following  the  submission  of  its 
report  under  section  222. 

Part  C — Powers  of  Council  and  Commission  and  Administrative  Provisions 

SEC  231.  powers. 

(a)  In  General. — For  purposes  of  carrying  out  its  duties  under  this  title,  the 
Council  and  the  Commission  may  each — 

(1)  secure  directly  from  any  department  or  agency  of  the  United  States 
information  necessary  to  enable  it  to  carry  out  such  duties,  and,  upon  request 
of  the  Chairman  of  the  Council  or  the  Commission,  the  head  of  such  de- 
partment or  agency  shall  furnish  such  information  to  that  body  subject  to 
applicable  law ; 

(2)  (A)  accept,  hold,  administer,  and  utilize  funds  and  utilize  services  and 
property,  both  real  and  personal,  provided  by  the  host  country  or  any  inter- 
national organization,  in  which  the  United  States  and  the  host  country  are 
both  members,  for  the  purpose  of  aiding  or  facilitating  the  work  of  the 
Council  or  the  Commission.  Bequests  of  money  shall  be  deposited  in  the 
Treasury  in  a  separate  fund  and  shall  be  disbursed  upon  order  of  the  Coun- 
cil or  the  Commission :  Provided,  That  the  total  amount  in  any  year  of  funds 
and  the  value  of  services  and  property  used  may  not  exceed  the  sum  appro- 
priated for  such  year. 

(B)  Upon  request  of  the  Council  or  the  Commission  the  Secretary  of  the 
Treasury  may  invest  and  reinvest,  in  securities  of  the  United  States,  any 
moneys  contained  in  the  fund  authorized  in  subparagraph  (A)  of  this  para- 
graph. Income  accruing  from  such  securities,  and  from  any  other  property 
accepted  to  the  credit  of  such  fund,  shall  be  disbursed  upon  the  order  of  the 
Council  or  the  Commission. 

(O)  Upon  the  termination  of  the  Council  in  accordance  with  paragraph 
(2)  of  section  216,  any  property  accepted  under  subparagraph  (A)  of  this 
paragraph  and  not  previously  disposed  of  pursuant  to  the  provisions  of  this 
paragraph,  shall  be  conveyed  to  the  Commission.  Upon  the  termination  of 
the  Council  in  accordance  with  paragraph  (1)  of  section  216,  or  upon  termi- 
nation of  the  Commission,  any  property  accepted  under  subparagraph  (A) 
of  this  paragraph  and  not  previously  disposed  of  pursuant  to  the  provisions 
of  this  paragraph,  shall — 

(i)  be  returned  to  the  original  donor  or  his  designee,  if  so  requested 
by  the  donor ;  or 

(ii)  in  the  case  of  any  property  not  otherwise  disposed  of,  revert  to 
the  miscellaneous  receipts  of  the  Treasury  or  be  disposed  of  in  accord-' 
ance  with  applicable  provisions  of  law  ; 
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(3)  use  the  United  States  mails  in  the  same  manner  and  under  the  same 
conditions  as  other  departments  and  agencies  of  the  United  States ; 

(4)  to  such  extent,  or  in  sucli  amounts,  as  are  provided  in  advance  in 
appropriation  Acts,  enter  into  contracts,  agreements,  or  other  transactions 
without  regard  to  section  3709  of  the  Revised  Statutes  of  the  United  States ; 
and 

(5)  utilize,  on  a  reimbursable  basis  or  otherwise,  the  personnel  and  facil- 
ities of  other  departments  and  agencies  of  the  United  States,  and  accept  and 
utilize  the  services  of  voluntary  and  uncompensated  personnel. 

(b)    Additional  Commission  Powers. — 

(1)  The  Commission  may  utilize,  on  a  reimbursable  basis  or  otherwise,  the 
personnel  and  facilities  of  any  agency  of  the  host  country  for  purposes  of 
carrying  out  its  duties  under  part  B. 

(2)  The  Commission  may  employ  non-United  States  citizens  or  nationals 
of  the  host  country,  notwithstanding  any  other  provision  of  law. 

SEC.    232.   DIRECTORS   AND   STAFFS   OF   COUNCIL   AND   COMMISSION. 

(a)  Directors. — The  Council  and  the  Commission  shall  each  appoint  a  Director 
who  shall  be  compensated  at  a  rate  not  to  exceed  that  in  effect  for  level  II  of  the 
Executive  Schedule. 

(b)  Staffs. — The  Council  and  the  Commission  may  each  appoint  and  fix  the 
pay  of  such  additional  personnel  as  it  deems  desirable. 

(c)  Applicability  of  Civil  Service  Law. — The  Director  and  staff  of  the 
Council  and  of  the  Commission  may  be  appointed  without  regard  to  the  provisions 
of  title  5,  United  States  Code,  governing  appointments  in  the  comijetitive  service, 
and  may  be  paid  without  regard  to  the  provisions  of  chapter  51  and  subchapter 
III  of  chapter  53  of  such  title  relating  to  classification  and  General  Schedule  pay 
rates,  except  that  no  individual  so  appointed  may  receive  pay  in  excess  of  the 
annual  rate  of  basic  pay  in  effect  for  grade  GS-18  of  the  General  Schedule. 

(d)  Federal  Employees. — Any  Federal  employee  subject  to  the  civil  service 
laws  and  regulations  who  may  be  detailed  to  either  the  Council  or  the  Commission 
shall  retain  civil  service  status  without  interruption  or  loss  of  status  or  privilege. 

(e)  Experts  and  Consultants. — The  Council  and  the  Commission  may  each 
procure  temporary  and  intermittent  services  to  the  same  extent  as  is  authorized 
by  section  3109  (b)  of  title  5  of  the  United  States  Code,  but  at  rates  for  indi- 
viduals not  to  exceed  the  daily  equivalent  of  the  annual  rate  of  basic  pay  in 
effect  for  grade  GS-18  of  the  General  Schedule. 

sec.    233.    PAY  and   TRAVEL  EXPENSES. 

(a)  In  General. — Except  as  provided  in  subsection  (b),  members  (if  citizens 
or  nationals, of  the  United  States)  of  the  Council  and  of  the  Commission  shall 
each  be  entitled  to  receive  the  daily  equavalent  of  the  annuaJl  rate  of  basic  pay 
in  effect  for  level  II  of  the  Executive  Schedule  for  each  day  (including  travel- 
time)  during  which  they  are  engaged  in  the  actual  performance  of  duties  vested 
in  the  Council  or  the  Commission.  The  compensation,  if  any,  of  members  of  the 
Council  or  the  Commission  who  are  citizens  or  nationals  of  the  host  country  for 
service  thereon  shall  be  the  responsibility  of  the  host  country. 

(b)  Exception. — Members  of  the  Council  and  the  Commission  who  are  full-time 
officers  or  employees  of  the  United  States  or  Members  of  Congress  or  full-time 
officers  or  employees  of  the  host  country's  government  shall  receive  no  additional 
pay  on  account  of  their  service  on  the  Council  or  the  Commission. 

(c)  Travel  Expenses. — While  away  from  their  homes  or  regular  places  of 
business  in  teh  performance  of  services  for  the  Council  or  the  Commission,  mem- 
bers thereof  (whether  or  not  citizens  or  nationals  of  the  United  States)  shall  be 
allowed  travel  expenses,  including  per  diem  in  lieu  of  subsistence,  in  the  same 
n^anner  as  persons  employed  intermittently  in  the  Government  service  are 
allowed  expense  under  section  5703  of  title  5  of  the  United  States  Code. 

Part  D — Authorization  of  Appropriations  and  Effective  Dates 

SEC.  241.  authorization  OF  APPROPRIATIONS. 

(a)  For  Council.— There  are  authorized  to  be  appropriated  for  fiscal  year 
1979,  for  purposes  of  carrying  out  part  A  not  to  exceed  $2,500,000. 

(b)  For  Commission. — There  are  authorized  to  be  appropriated,  without  fiscal 
year  limitation,  for  purposes  of  carrying  out  part  B  such  sums  as  may  be  neces- 
sary, but  not  to  exceed  $5,500,000. 
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SEC.   242.  EFFECTIVE  DATES. 

(a)  Part  A. — Part  A  shall  take  effect  on  the  date  of  enactment  of  this  title. 

(b)  PartC— 

(1)  The  provisions  of  Part  C  which  apply  with  respect  to  the  Council 
shall  take  effect  on  the  date  of  the  enactment  of  this  title. 

(2)  The  provisions  of  part  C  wihch  apply  with  respect  to  the  Commission 
shall  take  effect  on  the  date  on  which  part  B  takes  effect  under  section  217. 

Senator  Levix,  Senator  Stennis  ? 

Chairman  Stennis,  Go  ahead.  I'll  follow  you. 

Senator  Levin.  I  just  have  one  basic  question.  What  are  the  reasons 
^ven  by  the  House,  if  any,  for  their  rejection  of  the  idea,  and  part  of 
that  question,  although  it  is  really  a  separate  one,  what  is  Governor 
Parfitt's  position  on  it  ?  He  was  here.  We  failed  to  ask  him  that  ques- 
tion, if  you  know. 

Senator  Gravtsl.  On  the  first  question,  the  House  action,  the  state- 
ments that  I  heard  are,  goldarn  it,  we  are  giving  them  our  canal,  how 
ridiculous  it  is  for  us  to  go  build  another  canal. 

Well,  first  off,  we  are  not  going  to  go  build  a  canal.  And  the  first 
statement,  you  know,  we  are  giving  away  the  canal,  is  jus!:  part  of  the 
rhetoric  that  clouds  the  basic  justice'  that  has  been  established  in  this 
very  fine  treaty  that  we  have  Avith  Panama.  But  there  is  no  represen- 
tation that  I  have  ever  made  that  we  will  go  build  this  canal  with 
one  penny  of  American  appropriation.  What  I  am  advocating-  is  that 
we  study  what  is  in  our  economic  enlightened  self-interest ;  then  once 
that  is  "clearly  perceived,  then  we  would  go  forward  and  neo-o- 
tiate  with  the  Panamanians  and  anybody  else — like  I  say,  I  would 
like  to  see  it  a  global  deal,  and  our  involvement,  as  I,  if  i  v.ere  in  a 
command  position,  would  recommend,  would  be  in  the  form  of  guar- 
anteed financing  in  exchange  for  quid  pro  quos  on  tariffs.  But  that  is 
down  the  road. 

So  in  my  opinion  and  meaning  no  disrespect  for  the  House,  I  don't 
think  that  there  has  been  any  rational,  unemotional  treatment  of  this 
subject,  particularly  as  concerns  the  study. 

Senator  Levin.  Have  you  talked  to  Governor  Parfitt  about  it  ? 

Senator  Gravel,  I  think  you  would  have  to  approach  him  directly, 
because  he,  along  with  many  others,  has  not  focused  on  this  facet  of 
it.  I  know  for  a  fact  that  he  does  not  disagree.  I  have  had  nobody  dis- 
agree with  the  figures.  There  were  some  attempts  in  debate,  but  I  don't 
think  they  washed  very  well.  And  so  the  competency  of  the  data  that 
we  have  put  forth  has  not  been  challenged  by  anybodv.  So  T  think  you 
would  be  better  advised  to  maybe  communicate  with  him  directly. 

Senator  Levin.  Well,  I  justthought  you  might  Imow.  He  is  around 
today  anyway.  We  may  ask  him  this  afternoon  if  he  is  still  here. 

Senator  Gravel.  Sure. 

Senator  Levin.  All  right. 

Any  other  questions  ? 

Chairman  Stennis.  Well,  I  just  want  to  get  the  dates  now.  T  believe 
I  found  it  here  in  your  statement,  though.  The  Senate  approved  the 
study  on  September  26, 1978,  correct? 

Senator  Gravel.  Yes. 

Chairman  Stennis.  And  you  are  proposing  now  the  same,  in  sub- 
stance the  same  thing. 
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Senator  Gravel.  The  same  thing  that  was  approved  before.  But 
before  that  one,  Senator  Stennis,  we  had  approved  it  May  1978.  It  was 
in  a  water  resources  bill. 

Chairman  Stennis.  Yes.  Well,  I  was  going  to  say  I  know  sometime, 
I  remember  definitely  we  did  do  this  thing  in  the  water  resources  bill. 

Now,  when  was  that,  1978, 1977  ? 

Senator  Gravel.  That  would  be  1978. 

So  the  Senate  has  passed  it  twice.  The  first  one  in  May  1978  waa 
different  than  this  study.  This  one  is  more  detailed  than  that  one. 

Chairman  Stennis.  But  in  substance  it  was  about  the  same. 

Senator  Gravel.  Same  approach. 

Chairman  Stennis.  Well,  last  year,  Mr.  Chairman,  the  Senator  is 
correct,  there  was  not  an  atmosphere  at  that  time,  you  know,  for  this 
thing  to  settle  down  and  be  a  part  of  that  instrument  and  frankly,  that 
is  the  question  now  that  is  going  to  be  up  again.  But  the  Senator  from 
Alaska  is  well  informed  here,  and  he  knows  what  he  is  doing,  and 
he  is  insistent  and  persistent,  too. 

I  think  there's  a  whole  lot  of  just  commonsense  and  logic  in  what 
he  said,  and  I  just  have  a  feeling  that  this  or  something  like  it  is  going 
to  have  to  be  pursued  for  the  decades  to  come. 

Senator  Gravel.  If  I  might.  Senator  Stennis,  add  for  Senator  Levin's 
understanding,  my  motivation  in  this,  why  a  person  from  Alaska 
would  be  so  intent  upon  getting  a  sea  level  canal. 

Our  oil  gets  to  your  part  of  the  country  with  an  addition  of  $1.50  a 
barrel  because  of  the  inefficiency  of  having  to  take  it  with  a  large  tanker 
down  to  Panama,  unload  it,  load  it  onto  a  smaller  tanker,  and  chug 
up  to  the  gulf  coast  and  the  east  coast  of  the  United  States.  It  is  un- 
believably inefficient  and  ridiculous,  and  the  only  way  to  solve  that 
problem  is  with  a  canal,  and  in  point  of  fact,  my  studies  show  that 
it  is  probably  cheaper  than  any  pipeline  you  could  build  across  the 
United  States.  Now,  I  could  be  wrong,  but  if  this  is  confirmed,  then 
certainly  we  in  the  United  States  would  want  to  get  Alaska's  treasure 
to  market  as  cheaply  as  possible  for  the  greater  benefit  of  your  consum- 
ing constituents. 

Senator  Levin.  The  other  way  we  were  told  that  the  pipeline  was 
the  best  way  to  go.  I  frankly  think  your  proposal  makes  a  lot  of  sense. 
Whether  it  is  the  cheapest  way.  or  whether  the  pipeline  is  the  cheapest 
way  to  hit  mid-America  with  Alaskan  oil  I  think  doesn't  really  make 
much  difference  in  terms  of  the  wisdom  of  your  proposal,  and  in  terms 
of  the  mood  change,  you  know,  I  think  if  you  were  here  at  8 :30  this 
morning,  you  might  have  wondered  whether  or  not  the  mood  has 
changed  too  much  from  last  year.  We  had  three  very  strong  opponents 
of  the  Murphy  bill  who  were  here.  But  I  tend  to  agree  with  Chairman 
Stennis,  T  think  t^at  even  though  I  wasn't  here  last  year,  I  do  think 
the  mood  is  somewhat  different,  more  reflective  this  year,  and  I  think 
that  is  goinq;  to  bode  well  in  terms  of  voiir  proposed  amendment. 

Senator  Gravel.  I  would  only  add  that  I  certainly  will  be  available 
on  the  floor  if  you  want  me  to  make  another  presentation  to  the  new 
Members  of  the  Senate. 

Senator  Levin.  We  thank  you  for  that,  and  we  will  make  your  state- 
ment and  your  charts  part  of  the  record  here  this  morning. 
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Senator  Gravel.  Very  good.  And  I  would  only  add  that  in  the  House, 
in  the  conference,  that  if  you  hold  it  in  conference  the  argument  will 
be  made  that  this  may  take  a  separate  vote  under  the  rules,  and  I  thmk 
you  are  familiar  with  how  those  conferences  work. 

I  would  just  say  we  would  have  to  go  up  and  down,  if  that  is  the 
case— hang  in  there  and  have  a  vote  on  it  in  the  House.  They  won't  act 
irrationally  all  the  time. 

Senator 'Le\^n.  Well,  the  Members  of  the  House  who  were  here  this 
morning  indicated  that  they  weren't  going  to  accept  many  changes  in 
H.R.  Ill,  and  of  course,  these  w^ere  from  three  opponents  of  H.R.  Ill, 
which  was  somewhat  ironic,  but  they  were  here  this  morning  saying 
if  we  change  H.R.  Ill  too  significantly,  the  conference  was  going  to 
fold,  and  although  they,  themselves,  had  voted  against  H.R.  Ill,  but 
putting  that  aside,  there  obviously  are,  as  the  chairman  mentioned 
this  morning  earlier,  going  to  be  some  differences,  and  we  would  ex- 
pect that  the  House  would  come  into  that  in  a  spirit  of  compromise 
and  trying  to  work  out  the  best  possible  bill,  and  w^e  would  look  at 
your  amendment,  I  am  sure,  in  that  spirit  as  well. 

Senator  Gravel.  Thank  you  very  much,  and  I  am  sure  that  the  know- 
nothings,  when  exposed  to  a  rollcall  vote  in  the  House,  won't  number 
as  many  as  one  would  think  wdien  it  is  just  a  voice  vote. 

And  I  mean  know-nothings 

Senator  Levin.  I  think  we  had  better  not  comment  on  that  one. 

Senator  Gravel.  I  really  want  to  be  clear  for  the  record  that  I  cer- 
tainly am  not  insulting  anybody,  but  I  think  the  argument  can 
logically  be  made  that  somebody  that  doesn't  even  want  to  study  the 
problem  has  a  problem  himself. 

Senator  Levin.  We  thank  you  again.  Senator  Gravel. 

Senator  Gravel.  Thank  you  very  much.  I  appreciate  the  coui-tesy. 

Chairman  Stennis.  Glad  to  have  had  you. 

Senator  Levin.  Our  next  witness  is  Leonard  J,  Kujawa  of  Arthur 
Andersen  &  Co. 

Mr.  Kujawa,  we  welcome  you  a  little  bit  earlier  than  we  expected. 
After  your  testimony,  it  is  my  hope  that  we  can  take  a  break  for  about 
an  hour.  If  it  were  needed  for  you  to  come  back  after  the  break,  would 
you  be  in  a  position  to  do  so  ? 

Mr.  Kujawa.  Yes,  Mr.  Chairman. 

Senator  Levin.  There  may  be  other  Senators  who  are  not  here  noAv 
who  may  be  here  after  the  break  and  they  might  want  to  ask  you  some 
questions. 

You  can  proceed  as  you  wish.  You  have  a  prepared  statement,  I 
know,  and  you  can  either  summarize  that  or  read  it  as  you  Avill.  We 
have  read  it  and  have  some  questions  on  it.  It  may  be  wise  to  sum- 
marize it  if  you  are  able,  but  you  can  proceed  as  you  desire. 

STATEMENT  OF  LEONARD  J.  KUJAWA,  ARTHUR  ANDERSEN  &  CO. 

Mr.  Kujawa.  Yes;  I  have  a  complete  statement  which  I  have  fur- 
nished to  you  and  I  would  like  to  have  that  included  in  the  record.  I 
will,  as  you  suggest,  summarize  it  orallv  to  higlilight  the  more  signifi- 
cant parts  in  my  complete  statement. 

For  your  information,  as  a  matter  of  background,  Arthur  Andersen 
&  Co.  has  been  the  financial  and  accounting  advisers  to  the  Panama 
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Oanal  Company  for  over  25  years.  All  of  the  Company's  existing  com- 
puter-based accounting  and  financial  management  systems  have  been 
installed  with  our  assistance  and  direction.  I  personally  have  been  in- 
volved as  a  consultant  to  the  Company  for  the  past  17  years.  So,  with 
that  kind  of  background,  we  are  pleased  to  appear  before  you  this 
morning  to  testify  on  certain  of  the  more  important  aspects  of  the  im- 
plementing legislation. 

The  purpose  of  my  testimony  is  to  lend  support  to  the  adoption  of 
the  corporate  form  of  agency  for  the  Panama  Canal  Commission  as 
envisioned  by  S.  1024,  and  to  propose  certain  suggestions  for  the  im- 
plementing legislation.  Of  the  suggestions  I  am  proposing,  the  most 
important  is  that  the  Commission  begin  its  financial  affairs  with  an 
accounting  fresh  start  that  is  responsive  to  its  unique  requirements. 

To  my  mind,  the  financial  objective  of  the  legislation  should  be 
that  the  Panama  Canal  Commission  become  a  self-sufficient,  finan- 
cially viable  international  public  utility. 

Why  my  concern  regarding  financial  viability  ?  Because  to  me  the 
primary  concern  which  has  been  expressed  to  date  regarding  the  future 
operations  of  the  Commission,  and  thus  the  Panama  Canal,  has  been 
the  degree  of  control  which  should  be  imposed  over  its  affairs  to 
minimize  the  burden  of  the  treaty  on  the  U.S.  taxpayer.  Having  con- 
sidered this  issue  carefully  it  is  my  judgment  that  the  objective  of 
minimizing  the  exposure  of  the  U.S.  taxpayers  can  best  be  achieved  by 
a  financially  viable  commission.  The  most  meaningful  financial  con- 
trols for  the  Commission  would  therefore  be  those  which  facilitate 
its  financial  viability  and  monitor  its  ability  to  sustain  itself. 

The  financial  viability  achieved  by  the  Panama  Canal  Company  has 
been  virtually  unique  in  the  annals  of  government  operations.  The 
Panama  Canal  Treaty  of  1977,  however,  will  result  in  the  most  pro- 
found financial  changes  ever  faced  by  the  canal  enterprise.  These 
changes  impose  substantial  additional  financial  burdens  on  the  revenue 
stream  of  the  canal. 

For  the  Panama  Canal  Commission  to  be  financially  viable  its  oper- 
ating revenues  must  be  sufficient  to  do  two  things :  First,  to  cover  all 
operating  costs  including  those  envisioned  by  the  treaty ;  and,  second, 
to  provide  for  the  replacement  of  plant  and  equipment  when  existing 
plant  and  equipment  wears  out. 

In  this  regard,  at  least  in  the  near  term,  all  indications  are  that 
financial  \'iability  can  be  achieved.  The  financial  viability  of  the  Pan- 
ama Canal  Commission  in  my  mind  is  vital  to  the  interests  of  the 
United  States,  to  Panama,  and  to  world  trade  alike.  Without  financial 
viability  there  cannot  be  a  proper  environment  for  the  harmonious 
partnership  envisioned  by  the  treaty.  The  treaty  implementing  legis- 
lation will  set  the  stage  for  the  future. 

To  me  the  most  significant  policy  areas  affecting  the  canal's  financial 
future  are  those  which  address  the  following  points:  (1)  financial 
controls;  (2)  establishing  accountability  and  control ;  (3)  interest  and 
the  net  direct  investment  of  the  United  States  in  the  Panama  Canal ; 
and  (4)  financing  capital  improvements.  The  balance  of  my  statement 
is  directed  to  these  areas  and  ways  in  which  they  can  be  accommodated 
in  the  implementing  legislation. 

Probably  the  most  significant  distinction  between  S.  1024  and  the 
bill  to  implement  the  treaty  which  was  recently  passed  by  the  House 
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of  Representatives  is  that  the  latter  provides  for  a  reversion  to  an 
appropriated  fund  form  of  agency  whereas  S.  1024  would  maintain 
the  current  corporate  form.  The  most  significant  attributes  of  this  dis- 
tinction in  form  are  related  to  the  financial  and  accounting  conse- 
quences which  naturally  emanate  from  a  decision  to  adopt  either  form. 

Any  proposed  legislation  for  the  Panama  Canal  must  recognize  that 
it  is  a  business  enterprise  as  distinguished  from  a  strictly  govern- 
mental institution.  As  a  business  enterprise  the  Panama  Canal  must 
utilize  enterprise  accounting  as  the  foundation  of  a  sound  basis  for 
financial  management  of  its  affairs.  By  "enterprise  accounting"  I  refer 
to  a  comprehensive  accounting  for  all  costs  and  revenues  over  a  long 
term  to  measure  financial  performance.  The  importance  of  enterprise 
accounting  is  its  multidimensional  measurement  of  the  financial  im- 
pact of  management  decisions.  Enterprise  accounting  is  inherent  in 
the  corporate  form  of  organization  provided  by  S.  1024. 

Although  the  H.R.  Ill  would  revert  the  canal  organization  to  an 
appropriated  fund  form  of  agency,  it  also  recognizes  the  need  for 
enterprise  accounting.  It  thus  provides  for  a  dual  form  of  account- 
ing to  attempt  to  achieve  the  somewhat  dichotomous  objectives  of  the 
corporate  and  appropriated  fund  forms  of  agency.  The  question  is 
whether  this  additional  layer  of  control  and  complexity  is  necessarily 
effective  and  I  wish  to  discuss  with  you  the  factors  which  may  assist 
you  in  reaching  a  conclusion  on  this  matter. 

First,  however,  let  me  go  back  in  time  to  the  deliberations  which 
occurred  in  1950  over  the  change  being  considered  at  that  time  from 
the  appropriation  form  of  agency  to  the  present  corporate  form.  In 
considering  the  current  issue,  we  have  rereviewed  portions  of  the 
transcript  of  the  1950  House  hearings  and  several  statements  in  the 
record  of  those  proceedings  seem  to  have  stood  the  test  of  time  in  that 
their  relevance  has  not  diminished. 

My  complete  statement  contains  several  quotations  relevant  to  this 
question,  but  I  particularly  like  one  statement  made  by  a  then  Bureau 
of  the  Budget  expert  that  was  supporting  a  change  to  the  corporate 
form.  With  reference  to  the  then  existing  appropriated  agency  form, 
he  said  the  following,  and  I  quote,  "The  Panama  Canal,  the  Panama 
Railroad  Organization,  is  a  museum  of  administrative  antiquities." 

The  reasons  stated  for  a  change  in  form  in  1950  seem  to  me  to  be 
valid  for  reasons  not  to  change  form  in  1979. 

I  am  sure  we  would  all  agree  that  financial  controls  over  the  affairs 
of  the  Panama  Canal  Commission  are  appropriate :  but  reasonable  men 
can  disagree  as  to  the  level  of  controls  required.  The  question  before 
you  is  how  much  control  and  complexity  are  appropriate  in  the  cir- 
cumstances and  at  what  price? 

Relevant  to  one's  judgment  as  to  the  degree  and  type  of  control 
necessarv  is  one's  prognosis  as  to  the  likely  financial  success  or  failure 
of  the  Commission,  In  the  history  of  the  Panama  Canal  Company, 
there  has  been  a  pattern  of  financial  success.  This  success  is  evidenced 
by  the  fact  that  no  U.S.  taxpayer  funds  have  been  required  by  the 
company  since  it  was  organized  in  1950. 

Now,  based  on  my  experience  with  the  financial  affairs  of  the 
Panama  Canal  Company,  I  would  say  there  are  already  in  existence 
significant  controls  over  its  operations  which  will  be  continued  under 
S.  1014. 
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These  controls  include  requirements  for  budgetary  review  and  ap- 
proval by  0MB,  for  budget  program  approvals  by  the  Appropriations 
Committees  of  Congress,  for  tolls  to  be  set  to  recover  all  costs,  and  for 
annual  financial  reporting  with  an  audit  by  the  General  Accounting 
Office.  The  tolls-setting  process  itelf  has  not  only  promoted  the  Com- 
pany's financial  vitality  but  provided  control  because  it  has  exposed 
the  canal's  financial  affairs  to  the  "sunshine"  of  outside  scrutiny.  It 
will  be  possible  to  implement  further  measures  of  control  within  the 
corporate  form,  and  I  have  made  several  suggestions  in  my  complete 
statement  as  to  how  that  can  be  accomplished. 

Mr.  Chairman,  I  will  now  address  the  question  of  the  cost  of  rever- 
sion to  the  appropriated  fund  form  of  agency.  To  me  the  adoption 
of  a  policy  by  the  Confi:re«s  which  reo.uires  the  Commission  to  be  self- 
sustaininof  would  provide  the  ultimate  in  control  over  the  financial 
affairs  of  the  Commission:  that  is  self-discipline.  In  contrast,  the 
consequences  that  would  flow  from  a  reversion  to  appropriated  fund 
controls  would  be  less  flexibility  and  additional  complexity.  In  this 
day  of  the  computer  such  additional  complexity  and  recordkeeping 
can  certainly  be  accommodated — but  at  a  cost  in  terms  of  the  objective 
of  a  smooth  transition  under  the  treaty  as  well  as  in  dollars  and  cents. 

If  a  reversion  to  the  appropriated  form  of  agency  is  to  be  affected, 
the  present  time  in  my  judgment  is  the  worst  possible  time  to  attempt 
the  change. 

Canal  management  is  currently  immersed  in  attempting  to  accom- 
plish in  a  relativelv  short  time  frame  the  significant  operating  changes 
mandated  by  the  Panama  Canal  Treaties  of  1977.  To  impose  on  any 
management  trained  and  accustomed  to  operating  in  a  corporate 
environment  so  substantial  a  change  as  to  that  to  an  appropriated 
form  would  be  onerous;  in  the  case  of  the  already  overextended  canal 
management,  it  would  undoubtedly  also  be  disruptive  to  the  objective 
of  achieving  as  smooth  a  transition  as  possible. 

If  the  provisions  of  the  House  bill  were  adopted,  it  would  necessitate 
a  dual  purpose  accounting  system  to  accomplish  on  a  simultaneous 
basis  both  the  expenditure  controls  called  for  by  the  appropriated 
agency  form  and  the  cost  accounting  called  for  in  the  tollmaking 
process.  However,  by  October  1,  1979,  in  my  judgment,  it  would  not 
be  possible  for  the  Panama  Canal  Commission  to  implement  the 
systems  necessary  to  meet  the  objectives  of  the  House  bill.  On  a  crash 
basis,  costly  interim  procedures  would  therefore  need  to  be  imple- 
mented to  meet  as  far  as  practicable  the  requirements  of  the  House  bill. 

Following  this  crash  program  there  would  be  a  requirement  over 
a  ])eriod  of  years  to  completely  change  the  present  financial  manage- 
ment system  of  the  Panama  Canal  Company.  It  is  my  estimate  that 
this  would  take  years  to  accomplish  and  it  would  cost  several  million 
dollars. 

I  would  like  now  to  switch  to  the  topic  of  the  accounting  that  the 
Commission  should  follow,  which  I  think  is  significant. 

The  accounting  to  be  followed  by  the  Commission  must  provide  the 
basis  for  setting  tolls,  for  measuring  financial  results  and  for  deter- 
mining the  basis  of  payment  to  Panama  under  the  provisions  of  treaty 
article  XIII (4)  (c).  Furthermore,  it  must  have  acceptance  and  cred- 
ibility with  various  interested  parties,  including  the  toll  payers,  the 
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Governments  of  the  United  States  and  Panama,  and  the  oreneral  pub- 
lic. In  my  judgment  these  objectives  can  only  be  achieved  by  an 
accounting  fresh  start.  A  mere  continuation  of  the  accounting  of  the 
Panama  Canal  Company  as  a  basis  for  the  accounting  of  the  Com- 
mission would  not  be  effective.  The  Commission's  unique  economic 
circumstances  require  that  its  accounting,  in  order  to  be  relevant, 
must  facilitate  an  annual  measurement  of  the  economic  consumption 
of  the  resources  conveyed  to  it  and  how  well  its  pricing  policy  recovers 
this  consumption.  In  my  opinion  the  system  of  depreciation  currently 
employed  by  the  Company  and  utilized  in  determinations  of  toll  reve- 
nue requirements  for  ratemaking  purposes  would  not  be  relevant  for 
this  purpose  principally  because  that  system  was  never  intended  to 
provide  such  a  measure. 

From  an  economic  standpoint  recognition  is  not  given  in  such  a 
system  to  the  fact  that  original  cost  is  generally  not  indicative  of  the 
level  of  capital  required  to  be  maintained  in  order  not  to  erode  service 
capacity.  In  the  case  of  the  Commission  this  level  will  be  at  least 
equal  to  the  value  of  the  property  it  will  assume  from  the  company, 
which  will  require  replacement  in  the  long  run. 

Thus,  in  my  opinion,  the  Commission  could  not  be  said  to  have 
realized  a  surplus  under  treaty  article  XIII  (4)  (c)  unless  it  had  at 
least  recovered  all  of  its  annual  costs,  including  a  sufficient  amount  of 
capital  to  maintain  service  capacity.  To  grant  the  legislative  authority 
which  would  be  appropriate  to  enable  the  Commission  to  adopt  a  sys- 
tem which  would  provide  a  rational  means  of  maintaining  the  serv- 
ice capacity  it  will  assume  October  1  and,  at  the  same  time,  provide 
for  its  continuing  accountability,  I  have  suggested  in  my  written 
statement  specific  changes  to  S.  1024. 

I  know  you  are  interested  in  the  question  of  interest,  and  I  wish  to 
address  that  briefly  for  you.  To  establish  accountability  for  the  cor- 
porate organization  of  the  Company,  in  1951  a  starting  point  was 
carefully  determined.  This  involved  a  determination  in  an  engineering 
and  accounting  sense  of  the  original  cost  of  all  plant  and  equipment 
used  and  useful  in  providing  canal  service  to  world  shipping.  This 
process  resulted  in  a  determination  of  the  canal's  net  worth  of  $373 
million,  which  is  now  referred  to  as  the  net  direct  investment  of  the 
United  States. 

The  law  establishing  the  Panama  Canal  Company  did  not  require 
a  return  of  this  capital  but  did  require  a  return  on  it — interest.  The 
rate  of  interest  charged  is  the  computed  average  coupon  rate  borne  by 
Treasury  bonds  outstanding.  The  accumulated  interest  payments  made 
to  the  Treasurv  over  that  period  of  time  have  amounted  to  approxi- 
mately $320  million. 

In  addition,  due  to  cnsh  m  exce=s  of  its  needs,  the  Pnuai^ia  Canal 
Company  returned  dividends  of  $40  million  to  the  U.S.  Treasury. 
Thus  total  payments  to  the  U.S.  Treasury  by  the  Panama  Canal  Com- 
pany have  amounted  to  some  $360  million. 

As  a  result  of  the  Panama  Canal  Treaties  of  1977,  substantial 
amoimts  of  assets  owned  by  the  Company  are  to  be  transferred  to 
the  Department  of  Defense  and  Panama.  If  these  transfers  of  $48 
million  are  considered  capital  distributions,  they  would  be  recorded 
as  a  reduction  of  the  U.S.  net  direct  investment.  In  addition,  if  credit 
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were  ^iven  the  Company  for  cash  on  deposit  with  the  U.S.  Treasury, 
this  amount  would  be  reduced  even  further  to  approximately  $200 
million.  This  reduced  amount  could  be  used  as  a  basis  for  future  inter- 
est payments  or  alternatively,  could  be  established  as  a  debt  of  the 
Commission.  If  considered  to  be  debt,  the  annual  payment  to  the 
Treasury,  required  to  liquidate  the  debt  over  the  life  of  the  Commis- 
sion would  approximate  $10  to  $14  million. 

Mr.  Chairman,  the  final  topic  I  would  like  to  address  is  the  ques- 
tion of  financing  capital  improvements  of  the  Commission  which  are 
vital  to  its  viability.  Historically  the  Panama  Canal  Company  has 
financed  its  replacements  and  improvements  through  reinvestment  of 
both  U.S.  capital  and  net  earnings.  The  Company  recovers  through 
tolls  the  U.S.  investment  in  the  canal  by  depreciating  all  of  its  as- 
sets over  their  estimated  service  lives  and  including  this  depreciation 
cost  in  toll  revenue  requirements. 

A  matter  not  developed  in  the  treaty  is  the  manner  in  which  capital 
improvements  and  expansion  are  to  be  financed.  This  will  require  the 
type  of  legislative  authority  provided  in  the  current  drafts  of  im- 
plementing legislation  to  clarify  a  potential  ambiguity  related  to  the 
contingent  payments  to  Panama  under  treaty  article  XIII  (4)  (c). 
(Incidentally,  the  existence  of  this  article  in  the  treaty  in  effect  pre- 
cludes the  Commission  from  retaining  any  revenues  in  excess  of  costs, 
thus  stripping  the  Commission  of  an  important  means  of  financing 
capital  which  was  utilized  by  the  Company.)  Both  S.  1024  and  H.R. 
Ill  provide  sufficient  authority  to  impose  a  user  charge  to  finance 
future  improvements.  If  the  Commission  chose  this  method  of  financ- 
ing moderate  improvements,  the  resultant  receipts  should  not  be  con- 
sidered surplus  under  the  provisions  of  article  XIII  (4)  (c)  but  should 
be  legislatively  designated  as  capital  funds  or  the  intended  result 
would  be  frustrated.  By  the  i>rovisions  of  section  203  of  S.  1024  this 
reservation  of  capital  funds  is  accomplished  but  H.R.  Ill  does  not 
have  a  similar  provision. 

Mr.  Chairman,  that  completes  my  oral  summary.  I  would  be  pleased 
to  answer  any  questions  you  might  have. 
Senator  Levin.  Thank  you. 
Senator  Exon. 

Senator  Exon.  I  appreciate  very  much  your  most  interesting  testi- 
mony. Mr.  Kuiawa.  Do  you  have  copies  of  what  you  just  presented  to 
us  or  is  everything  that  you  said  included  in  your  written  statement 
here  ? 

Mr.  KujAWA.  What  I  have  just  said  is  a  synopsis  of  my  complete 
statement. 

Senator  Exon.  I  was  very  much  interested  in  that  part  of  your  state- 
ment, and  I  couldn't  find  it  in  here,  but  you  said  something  about  the 
present  operations  of  the  Panama  Canal,' I  assume  from  an  accounting 
standpoint,  you  said  were  "archaic  and  like  a  museum  piece."  Is 
that  included  in  this  statement  ? 

Mr.  KujAWA.  I  was  not  referring  to  present  Company  operations 
but  rather  to  conditions  that  existed  prior  to  1950  when 'the  Panama 
C  anal  was  organized  as  on  appropriated  funds  agency. 

Senator  Exon.  Is  that  in  here  ? 

Mr.  KujAWA.  Yes,  sir. 
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Senator  Exon.  There  has  been  considerable  discussion  here  and 
maybe  you  can  help  us  out  as  the  accountant,  about  projected  costs  of 
turning  over  the  canal,  the  total  cost  for  the  next  20  years.  It  has  been 
testified  to  here  and  others  have  indicated  that  when  the  Senate  con- 
firmed the  treaty  last  year,  it  was  assumed  that  it  might  be  somewhat 
in  the  neighborhood  of  $870  million  total  costs,  which  I  believe  was 
for  the  20-year  period  between  now  and  the  year  2000. 
Are  those  viable  and  accurate  figures  as  far  as  you  know? 
Mr.  KujAWA.  There  have  been  several  estimates  prepared  at  various 
time  frames  on  the  cost.  We  participated  in  one  such  estimate,  which 
was  furnished  to  the  Senate  at  the  time  of  its  deliberations.  But  it  dealt 
strictly  with  the  question  of  the  costs  of  the  Panama  Canal  commercial 
operations  directly  on  an  ongoing  basis  and  it  did  not  go  to  the  question 
of  the  transitional  costs  of  the  total  treaty.  And  we  frankly  have  not 
been  involved  in  the  military  aspects  of  the  operations  in  the  Canal 
Zone  and  we  are  not  informed  regarding  those  costs. 

We  do  know  what  goes  on  within  the  corporate  structure  of  the 
Panama  Canal  Company. 

Senator  Exon.  What  was  that  figl^re  ?  Do  you  remember  ? 
Mr.  KujAWA.  The  costs  of  transition  ? 
Senator  Exon.  Yes,  sir. 

Well,  when  I  say  cost  of  transition,  that  would  be  for  the  intervening 
years  and  the  ye?  r  2000,  is  that  correct  ? 

Mr.  KuJAWA.  Yes,  sir ;  however,  I  don't  think  my  answer  is  going  to 
be  sufficiently  comprehensive  to  be  of  assistance  to  you  because  what 
we  did  was  limited  to  the  direct  costs  the  Company  would  incur  to 
accomplish  the  transition,  which  included  severance  pay  to  employees, 
repatriation  pay  to  employees,  plant  relocation  for  the  Cornpany  only, 
inventory  moves  and  storage,  and  a  one-time  reduction  in  working 
capital  requirements  as  the  result  of  the  treaty.  We  estimated  the 
net  cost  of  all  of  that  over  a  5-year  period,  which  is  as  far  as  we 
looked  out — and  the  reason  we  only  went  that  far  was  because  that 
covered  in  our  iudgment  almost  all  of  it — was  up  to  $21  million.  That 
did  not  include  the  early  retirement  benefits  which  could,  of  course, 
be  one  of  the  most  costly  of  the  changes  required  by  the  treaty. 

Senator  Exon.  Now  in  testimony  yesterday  in  response  to  questions 
by  Senator  Harry  Byrd  there  was  a  matter  that  came  up  that  regarded 
a  figure  that  I  believe  was  $40  million  on  some  interest  that  we  were 
supposed  to  lose.  Do  you  have  any  light  that  you  could  shed  on  that? 
Mr.  Ku.TAWA.  Well,  the  question  of  the  amount  of  interest  that  may 
or  may  not  be  lost  is,  of  course,  a  function  of  the  legislation  that  is 
being  considered  here.  The  Panama  Canal  Company  was  required  to 
pay  interest  under  the  concept  that  it  was  like  a  commercial  utility 
and  therefore  ought  to  pay  for  the  capital  invested  in  it  by  its  owner, 
the  U.S.  Government.  So,' as  part  of  that  concept,  in  1950  an  interest 
cost  was  imposed.  Currently,  the  interest  being  paid  by  the  Company 
amounts  to  some  $20  million  annually.  AVliether  that  is  to  be  continued, 
reduced,  or  eliminated,  is  a  function  of  the  legislation. 

Senator  Exon.  I  believe  the  basic  thrust  of  your  testimony  was 
that  if  the  Senate  should  go  along  with  the  House  bill  and  move  away 
from  the  corporate  type  of  structures  that  in  the  long  run  it  would 
cost  more  money  and  it  would  also  be  less  efficient  in  its  operations.  Is 
that  a  fair  summary  ? 
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Mr.  KujAWA.  I  think  that  is  a  fair  summary. 

Senator  Exon.  Thank  you,  Mr.  Chairman.  I  have  no  more  questions 
at  this  time. 

Senator  Levin.  Relative  to  the  corporate  form  question,  you  not 
only  have  stated  your  strong  opposition  to  the  corporate  form  but 
you  have  added  another  element  and  that  is  the  difficulty  of  moving 
to  it  in  a  short  period  of  time  even  if  we  decide  to  move  to  it.  Could 
you  select  some  appropriate  descriptive  word  to  tell  us  what  it  is 
going  to  be  like  if  October  1  is  the  time  where  we  must  have  an 
agency  form  in  operation  ? 

Mr.  KujAWA,  I  think  that  what  you  meant  to  say.  Senator,  is  that 
I  oppose  the  appropriated  form 

Senator  Levin.  I  misspoke.  If  we  move  to  an  agency  form  and  require 
it  by  October  1,  and  you  are  opposed  to  our  moving  to  it  at  all,  but  if 
it  were  required  by  October  1,  what  would  result  in  terms  of  the  finan- 
cial end  of  that  operation  ? 

Mr.  KuJAWA.  Well,  the  present  very  extensive  computer  systems  of 
the  canal  will  not  facilitate  the  appropriated  form  of  agency  nor  Avill 
the  training  and  the  experience  of  the  people  there  be  adequate  to 
operate  an  appropriated  form  of  agency.  And  here  we  are  approaching 
July  with  an  October  1  deadline  and  saying  turn  the  applecart  over, 
so  to  speak,  and  let  us  start  anew.  Quite  frankly,  I  think  that  is  virtu- 
ally impossible.  Now,  obviously  if  you  accept  certain  compromises, 
everything  is  possible,  but  you  are  not  going  to  operate  an  appropri- 
ated agency  on  October  1.  You  can  say  in  law  that  you  have  to  have  it, 
but  human  beings  can  only  do  what  is  humanly  possible.  So,  some  way 
within  the  remaining  only  3  months  something  would  have  to  be  done 
to  get  something  that  accomplishes  as  much  as  is  practicable  under  the 
circumstances.  You  have  to  bear  in  mind  that  the  financial  manage- 
ment of  the  Company  is  running  full  tilt  right  now  to  try  to  get  the 
changes  made  that  the  treaty  itself  requires. 

The  extensive  transfers  to  Panama,  the  need  for  a  toll  increase  to 
finance  the  additional  costs,  new  budgets  to  reflect  the  various  costs 
of  the  treaty,  and  so  forth.  So,  they  have  their  hands  full  just  trying 
to  get  those  things  accomplished.  So  something  has  to  give  somewhere. 
As  a  practical  matter,  the  extent  to  which  they  can  do  something  on 
the  appropriated  agency  question  is  going  to  be  limited. 

Senator  Levin.  How  long  would  you  think  it  would  take  to  move 
to  get  those  things  accomplished.  So,  something  has  to  give  somewhere. 

Mr.  KujAWA.  It  is  going  to  take  years. 

Senator  Levin.  How  many  years  ? 

Mr.  Ktjjawa.  I  would  say  a  minimum  of  3  and  possibly  5  or  more. 

Senator  Levin.  You  indicated  that  the  interest  payment  derived 
from  the  time  when  we  changed  from  the  appropriated  agency  to  the 
corporation  form;  that  from  an  accounting  point  of  view  there  is  a 
need  to  determine  how  much  capital  is  transferred  and  what  the  proper 
return  on  that  capital  would  be.  Wasn't  there  some  kind  of  interest 
payment  being  made  before  the  corporate  form  was  created? 

Mr.  KujAWA.  I  think  you  are  referring  to  the  imputation  that  was 
made  prior  to  1950.  However,  at  that  point  in  time  there  was  no 
requirement  to  make  actual  interest  payments  to  the  Treasury. 
Frankly,  it  is  impossible  prior  to  1950  to  know  what  costs  the  canal  was 
in  fact  recovering  and  what  costs  it  wasn't. 
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Senator  LEvrisr.  Is  there  a  logic  in  requiring  a  corporate  form  to  pay 
interest  which  doesn't  exist  if  it  is  an  appropriated  agency  ? 

Mr.  KujAWA.  Yes;  I  think  that  the  interest  payment  is  consistent 
with  the  corporation  form  and  inconsistent  with  the  appropriated 
agency  form  because  the  interest  costs  emanate  from  an  accounting 
for  capital.  And  the  concept  of  a  need  for  a  full  accounting  for  all 
costs  is  what  led  to  the  Company  to  begin  with.  There  was  a  concern 
that  prior  to  the  reorganization  in  1950  there  was  a  lack  of  accounting 
of  all  costs.  Those  who  opposed  the  appropriated  agency  back  in  1950 
said,  look,  it  is  impossible  to  know  where  we  stand ;  let's  get  off  the 
appropriated  agency  and  change  to  the  corporate  fonn. 

Senator  Exon.  Would  you  yield  for  a  question  ? 

Senator  Levin.  I  would  be  happy  to  yield. 

Senator  Exon.  Any  businessman  knows  you  can't  change  corporate 
structure  and  bookkeeping  procedures  between  now  and  October.  And 
that  is,  I  think,  an  unrealistic  part  of  the  House  bill.  Some  business- 
men like  myself  feel  that  the  accountants  take  too  long  to  get  things 
done  but  we  recognize  that  you  are  necessary  evils,  like  lawyers,  and 
that  we  can't  get  along  without  these  professionals. 

Senator  Levin.  He  never  criticizes  lawyers  when  I  am  around. 

Senator  Exon.  My  question  is  assuming  we  were  going  to  the  agency 
form,  those  of  us  who  were  concerned  about  costs,  and  you  said  you 
thought  we  might  be  able  to  do  that  in  a  minimum  of  3  years,  would 
you  give  us  an  estimate  as  to  what  the  one-time  cost  would  be  for 
that  procedure  ?  Five  million  dollars  ?  Ten  million  dollars  ? 

Mr.  KuJAWA.  I  have  made  a  judgment  on  that.  Senator.  Certainly 
you  are  talking  about  $5  million  in  one  time  out  of  pocket  incremental 
costs.  This  estimate  excludes  such  costs  as  those  due  to  disruptions 
and  training  people  to  change  their  ways  and  consists  only  of  the 
cost  of  developing  the  new  computer  system.  As  you  know,  computers 
just  don't  plug  in  and  start  running.  The  unique  affairs  of  the  Panama 
Canal  Company  and  the  Commission  for  that  matter  require  custom- 
made  computer  procedures.  You  can't  take  something  from  a  company 
in  the  United  States  or  another  Government  agency  and  plug  it  in 
and  have  it  work.  It  would  be  cheaper  to  do  it  that  way  if  you  could 
do  it.  That  is  called  a  transferable  system  in  the  lingo  of  the  computers. 
But  you  can't  do  it  here.  You  have  to  custom  make  it  and  that  is  what 
makes  it  so  costly. 

Senator  Exon.  So  you  are  really  saying  that  aside  from  all  the 
issues,  if  you  were  as  Arthur  Andersen  advising  this  corporation, 
strictly  from  a  business  standpoint  you  would  say  that  it  would  be 
wasteful  and  an  unnecessary  expense  to  make  the  change  certainly 
by  October  1,  and  vou  don't  even  think  that  the  change  would  be  cost- 
efficient  if  it  could  be  done  in  2  years  ? 

Mr.  KuJAWA.  That  is  correct. 

Senator  Exon.  Thank  you,  Mr.  Chairman.  Thank  you  for  yielding. 

Senator  LE\aN.  Pursuing  that  line.  What  about  the  ongoing  costs? 
Any  difference  after  the  first -time  cost? 

Mr.  KujAWA.  Yes,  there  are  onfifoin<r  costs.  Franklv  it  is  touglier  to 
get  your  hands  on  that  question.  It  will  be  a  more  complex  system  and 
complexity  obviously  translates  into  costs.  But  I  really  can't  help  you 
there. 
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Senator  Levin.  OK.  Going  back  to  this  question  of  whether  an 
interest  payment  is  consistent  with  an  appropriated  agency,  you  indi- 
cated that  it  came  into  existence  really  when  we  started  the  corporate 
form  back  in  the  early  1950's  to  account  for  the  capital  transferred.  Is 
it  consistent  with  an  appropriated  agency  to  change  interest? 

You  have  indicated  it  is  more  consistent  with  a  corporate  form  but 
is  it  consistent  with  an  appropriated  agency  at  all?  Is  there  any  logic 
in  charging  interest  if  our  own  agency  owns  it,  owns  the  assets  ? 

Mr.  KujAWA.  I  would  conclude  it  is  inconsistent.  To  my  knowledge, 
such  a  requirement  doesn't  exist  anyplace  else  in  the  U.S.  Government. 
To  me  that  demonstrates  the  extent  of  the  inconsistency. 

Senator  Levin.  How  would  you  change  the  base  on  which  the  interest 
payment  is  calculated?  We  have  heard  really  two  figures,  perhaps 
three  figures  for  the  interest  payment.  One  is  about  $20  million.  One 
is  about  $18  million,  and  one  is  your  figure  of  I  believe  $10  to  $14 
million. 

Can  you  expand  on  that  a  little  bit  as  to  what  the  differences  are 
between  the  three  approaches? 

Mr.  KujAWA.  Well,  the  net  direct  investment  on  the  books  of  the 
Panama  Canal  Company  today  is  some  $319  million.  Now,  if  you  tell 
the  Panama  Canal  Commission,  "Look,  you  have  to  pay  us  for  the 
capital  invested  in  the  enterprise,"  it  seems  to  me  to  be  consistent  that 
if  you  preclude  it  from  investing  its  own  cash  resources  and  require 
interest-free  deposits  in  the  Treasury,  there  ought  to  be  a  resultant  in- 
terest base  offset,  because,  in  effect,  you  have  got  a  $319  million  capital 
investment  and  Uncle  Sam,  through  the  Treasury,  is  holding  onto 
$70  million  of  it.  which  is  approximately  what  the  amount  was  the 
last  time  I  looked  at  it.  So  that  is  one  offset  that  seems  to  me  to  be 
consistent  with  the  interest  requirement — to  reduce  it  for  the  amount 
of  cash  that  the  agency,  that  is  the  Company,  is  required  to  keep  in 
the  Treasury. 

That  then  reduces  the  $319  million,  down  to  some  $250  million.  There 
is  also  an  additional  question  of  the  treatment  to  be  given  transfers 
the  Company  will  be  required  to  make  to  the  Department  of  Defense 
and  to  Panama.  If  they  are  properties  the  Company  must  give  to  the 
Department  of  Defense  and  Panama — then  the  related  investment 
should  not  be  required  to  be  carried  on  the  books  of  the  Commission, 
These  transfers  amount  to  approximately  $50  million. 

That  reduces  the  interest  base,  then,  to  some  $200  million. 

If  you  impose  a  6-percent-interest  charge  on  $200  million,  that  gives 
you  about  $12  million  of  interest  a  year. 

Senator  Levin.  Which  form  is  more  likely  to  result  in  tolls  being 
kept  at  the  minimum,  the  corporate  form  or  the  appropriated  agency, 
or  is  that  just  impossible  to  answer  ? 

Mr.  KujA'VA.  Well,  it  is  my  judgment  that  through  the  corporate 
form  you  are  going  to  have  more  eiRcient  management  over  the  long 
term,  and  more  efficient  management  is  going  to  translate  into  less  costs. 

Senator  Levin.  Will  there  be  more  efficient  management  even  though 
there  is  no  congressional  control  at  the  authorization  level? 

Mr.  KujAWA.  There  is  congressional  control  at  the  appropriation 
level,  of  course.  The  Appropriations  Committees  review,  to  the  extent 
they  consider  desirable 


364 

Senator  Levin.  I  am  talking  about  the  authorization  level,  though. 
The  point  is  made  by  those  who  favor  the  corporate  form  that  the 
absence  of  that  second  level,  that  authorization  level  review  by  Con- 
gress, is  going  to  reduce  the  control  over  the  corporation  and  that  is 
going  to  mean  that  the  expenses  are  not  going  to  be  as  controlled  as 
otherwise.  Can  you  comment  on  that,  in  terms  of  the  form  ?  How  is  this 
going  to  affect  the  tolls  and  the  expenditures  of  this  Company  ? 

Mr.  KujAWA.  From  the  standpoint  of  the  commercial  operations  of 
the  Company,  or  the  Commission,  rather,  the  one  in  the  best  position  to 
exercise  control,  and  to  evaluate  alternatives,  is  the  man  on  the  spot. 
This  has  been  ably  demonstrated  by  Governor  Parfitt,  certainly  an  out- 
standing administrator;  he  evaluates  alternatives  and  seeks  the  least 
cost  and  goes  forward  on  that  basis.  I  frankly  have  difficulty  seeing 
from  that  standpoint  how  a  congressional  committee  here  in  Washing- 
ton can  second-guess  that  very  effectively,  and  so  I 

Senator  Exon.  Well,  you  don't  know  congressional  committees  in 
Washington,  D.C. 

Mr.  KujAWA.  Well,  obviously,  there  needs  to  be  congressional  over- 
sight—I have  no  problem  with  that  at  all.  There  is  now.  And  to  be  sure, 
there  needs  to  be  the  right  administration  there  and  the  right  policies — 
there  has  to  be  that  kind  of  oversight.  I  don't  disagree  with  that  in  any 
way,  but  I  think  that  the  manager  has  to  be  given  sufficient  flexibility 
to  manage.  If  you  have  confidence  in  the  manager,  then  you  should  give 
him  the  right  to  do  his  job.  If  you  don't,  cliange  the  manager. 

Senator  Exon.  I  think  I  generally  agree  with  you. 

I  appreciate  your  excellent  testimony. 

I  would  say  that  if  I  were  taking  the  other  point  of  view,  I  would  cite 
the  Post  Office  Corporation,  that  none  of  us  think  has  been  very  effi- 
cient. I  would  hope  that  the  Panama  Canal  Corporation,  if  that  is  wdiat 
we  continue  with,  would  be  much  more  efficient.  So  just  sayinjT  that 
corporate  management  per  se,  and  Government  agencies — while  I 
think  Chairman  Stennis  may  have  referred  earlier  to  the  Tennessee 
Valley  Authoritv,  we  have  cases  where  it  has  been  efficient  and  cases 
where  it  has  not  been. 

Mr.  KujAWA.  If  it  is  abused,  change  it.  I  agree  with  you.  Senator; 
but  you  haA'^e  a  pattern  of  success  here,  and  I  say,  why  change  it  ? 

Senator  Levin.  I  think  Senator  Exon's  point  is  a  good  one,  that  it 
depends  on  the  Company's  record.  But  what  is  the  record  since  1950, 
■when  it  was  made  into  a  corporate  entity  ? 

Mr.  KujAWA.  Well,  in  terms  of  a  financial  record,  it  has  been  out- 
standinsr.  It  has,  throu.qfh  toll=,  recovered  all  its  onerating  costs  and  it 
has,  through  tolls,  replaced  all  the  plant  that  it  has  had  to  replace  in 
order  to  remain  viable.  Through  tolls  it  has  also  improved  the  canal 
significantly.  For  example,  the  expansion  of  the  channel  from  800  feet 
to  500  feet,  involving  excavations  greater  than  the  original  excavations 
back  in  1004,  was  entirely  financed  by  the  Company  without  taxpayer 
money.  This  improvement  has  been  a  benefit  to  the  shipping  industry 
that  uses  the  canal  because  it  now  has  a  better  canal  to  use. 

Senator  Levin.  In  your  testimony  you  cite  some  portions  of  the  1950 
House  hearings  on  the  conversion  to  the  corporate  foiTn.  One  excerpt 
states  that  the  1945  Government  Corporation  Control  Act  "provides 
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for  new  types  of  controls,  such  as  business-type  budget  and  commer- 
cial-type audit  especially  designed  to  meet  the  needs  of  programs  of 
a  business  character." 

Could  you  comment  on  the  controls  which  the  Commission  will  be 
subject  to  as  a  corporate  entity,  which  would  not  apply  if  it  were  an 
agency  form? 

Mr.  KujAWA.  First  of  all,  the  overall  control  is  that  thou  shalt  have 
revenues  to  cover  all  costs.  Management  of  the  Panama  Canal  Com- 
pany has  done  that  consistently  in  the  past,  and  that  is  the  top  control. 
To  be  sure  that  is  accomplished,  there  is  a  budget  prepared,  a  3-year 
budget,  which  is  approved  by  the  Board  of  the  Commission,  the  Com- 
pany. It  goes  to  0MB  for  review  and  scnitiny  and  for  change;  and 
then  it  finally  goes  to  the  appropriations  committees  of  Congress,  both 
House  and  Senate,  for  programs  authorization. 

Once  the  budget  is  approved,  then  the  Company  procedes  to  manage 
its  affairs  to  accomplish  the  result.  To  demonstrate  that  it  does  so,  it 
produces  annual  financial  reports  which  are  audited  by  the  GAO  who 
makes  sure  that  the  accounting  is  sound  and  the  accounting  accurately 
reflects  the  facts. 

So,  there  are  in  existence  under  the  Corporation  Control  Act  signifi- 
cant controls.  Obviously,  the  appropriated  form  of  agency  has  very 
difficult  controls  and  different  degrees  of  controls,  but  the  Corporation 
Control  Act  was  considered  by  the  Congress  to  be  sufficient  in  terms  of 
controls  for  a  corporate  form  of  agency. 

Senator  Levin.  Could  you  comment  on  the  situation,  the  financial 
control  situation,  before  1950  ? 

Mr.  KujAWA.  Before  1950  you  had  the  Panama  Canal,  which  was 
an  appropriated  agency  that  operated  the  Canal ;  and  another  orga- 
nization called  the  Panama  Railroad  Company,  which  was  the  suc- 
cessor to  the  railroad  company  that  built  the  railroad  through  Panama 
back  in  the  1850s.  The  latter  operated  the  railroad,  the  shipping  lines, 
and  certain  of  the  commercial  activities  within  the  Canal  Zone. 

And  then  you  also  had  the  Department  of  Defense  establishment, 
which  was  not  required  to  reimburse  the  Panama  Canal  or  the  Panama 
Railroad  Company  for  services  it  received  from  those  agencies.  So 
there  was  not  an  accounting  for  the  costs  that  were  being  incurred. 

"When  a  toll  increase  was  proposed  by  then  President  Truman,  there 
was  an  outcry  from  the  shipping  industry  that,  basically  said,  "Look 
we  are  paying  for  defense  costs;  we  are  paying  for  World  War  II 
costs,  et  cetera."  It  was  obvious  the  accounting  didn't  track  what  was 
going  on,  and  that  lack  of  accountability  and  of  clearcut  distinctions 
between  the  military  and  the  canal  enterprise  activities  led  to  the 
organization  of  the  Panama  Canal  Company. 
Senator  Levin.  Any  other  questions  ? 
Senator  Exon.  No  questions. 

Senator  Levin.  Senator  Thurmond  had  to  leave  but  he  has  some 
questions  for  Mr.  Kujawa  that  will  be  inserted  at  the  end  of  this 
session.  We  thank  you  again. 

[The  prepared  statement  of  Mr.  Kujawa  follows :] 


a  R_  Q  c  c     n 
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Prepared  Statement  of  Leonard  J.  Kujawa,  Arthur  Andersen 

&  Co. 


Introduction 

My  name  is  Leonard  J.  Kujawa.   I  am  a  partner  in 
Arthur  Andersen  &  Co.,  a  certified  public  accountant,  and  a 
member  of  the  American  Institute  of  Certified  Public  Accountants 
and  other  professional  societies  and  organizations.   For  the 
past  22  years  my  professional  accounting  experience  has  been 
concentrated  on  work  for  rate-regulated  utilities  and  governmental 
organizations.   Regarding  the  Panama  Canal  Company,  I  have  been 
a  consultant  on  various  financial  and  accounting  matters  on  a 
continuous  basis  since  1962.   My  work  for  similar  organizations 
has  included  consulting  work  for  the  Suez  Canal  Authority,  for 
the  Atlantic-Pacific  Interoceanic  Canal  Study  Commission,  which 
studied  the  feasibility  of  a  replacement  for  the  existing  Panama 
Canal,  and  for  the  St.  Lawrence  Seaway  Development  Corporation. 

Arthur  Andersen  &  Co.  is  an  international  firm  of 
independent  public  accountants.   We  serve  approximately  50,000 
clients  and  are  among  the  largest  public  accounting  firms  in  the 
world.   Our  relationship  with  the  Panama  Canal  Company  began  in 
1951,  when  we  assisted  in  establishing  the  initial  accountability 
for  the  property  which  was  to  be  assumed  by  the  newly  formed 
Panama  Canal  Company.   Of  more  immediate  significance  is  the  work 
we  have  done  through  continuous  engagements  f or  \he  Company  from 
1962  to  the  present  time. 
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Following  is  a  brief  description  of  some  of  our  work: 


1.  We  have  consulted  with  the  Company  and 
prepared  extensive  studies  to  determine 
the  most  appropriate  method  to  assess 
tolls  on  individual  ships  for  the  use  of 
the  Panama  Canal. 

2.  In  1974  and  1976  we  assisted  in  the 
preparation  of  the  Company's  proposals 
changing  the  level  of  tolls  to  recover 
increased  costs  of  operation. 

'i .      We  have  assisted  the  Company  in  the  com- 
puterization of  many  of  its  data  processing 
activities. 

4.  We  have  assisted  in  developing  its  manage- 
ment reporting  system  for  the  purpose  of 
controlling  and  reporting  costs  at  all  levels 
of  management. 

5.  We  have  reviewed  the  Company's  accounting 
policies  with  respect  to  cost  recognition. 
Such  reviews  principally  focused  upon  the 
adherence  of  such  policies  to  generally 
accepted  accounting  principles,  recognizing 
that  the  Company  is  similar  to  a  rate-regu- 
lated public  utility. 

6.  Under  a  1978  contract  with  the  U.S.  Department 

of  State,  we  prepared  an  Analysis  of  the  Estimated 
Cash  Requirements  of  the  Panama  Canal  Commission, 
1979-1983  to  determine  the  financial  impact  oT  the 
Treaty  on  the  Canal  enterprise.   This  report  was 
submitted  to  the  Senate  by  the  State  Department 
at  the  time  ratification  of  the  Panama  Canal  Treaties 
of  1977  was  being  deliberated. 


It  is  a  pleasure  for  me  to  testify  on  Panama  Canal 
financial  and  accounting  matters  before  this  Committee.   The 
purpose  of  my  testimony  is  to  lend  support  to  the  adoption  of  the 
corporate  form  of  agency  for  the  Panama  Canal  Commission  as 
envisioned  by  S.1024  and  to  propose  certain  suggestions  for  the 
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implementing  legislation.   Of  the  suggestions  I  am  proposing, 
the  most  important  is  that  the  Commission  begin  its  financial 
affairs  with  an  accounting  fresh  start  responsive  to  its  unique 
requirements. 

In  my  mind,  the  financial  objective  of  the  legislation 
should  be  that  the  Panama  Canal  Commission  become  a  self-sufficient, 
financially  viable  international  public  utility.   Why  my  concern 
regarding  the  financial  viability  of  the  Commission?   Because, 
to  me,  the  primary  concern  which  has  been  expressed  to  date  re- 
garding the  future  operations  of  the  Commission,  and  thus  the 
Panama  Canal,  has  been  the  degree  of  control  which  should  be 
imposed  over  its  affairs  to  minimize  the  burden  of  the  Treaty 
on  the  U.S.  taxpayer.   Having  considered  this  issue  carefully, 
it  is  my  opinion  that  the  objective  of  minimizing  the  exposure 
of  the  U.S.  taxpayer  can  best  be  achieved  by  a  financially  viable 
Commission.   The  most  meaningful  financial  controls  for  the 
Commission  would  therefore  be  those  which  facilitate  its  financial 
viability  and  monitor  its  ability  to  sustain  itself. 

Factors  Governing  Financial 
Viability  of  the  Panama  Canal 

The  financial  viability  achieved  by  the  Panama  Canal 
Company  has  been  virtually  unique  in  the  annals  of  government 
operations.   Its  success  has  resulted  from  the  lasting  effects 
of  several  synergistic  financial  phenomena.   First  and  foremost 
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has  been  the  fact  that  the  Panama  Canal  provides  a  service  of 
real  economic  value  for  which  users  are  willing  to  pay  a  price. 
Second  has  been  the  traffic  growth,  both  in  terms  of  numbers 
as  well  as  size  of  ships,  which  through  improved  utilization  of 
capacity  enabled  the  Company  to  weather  a  continuous  storm  of 
ever  increasing  upward  pressures  on  the  cost  of  Canal  service. 
These  phenomena,  coupled  with  strong  management  and  sound  finan- 
cial policies,  have  enabled  the  Canal  enterprise  to  maintain  its 
financial  strength  in  spite  of  significant  fluctuations  in  the 
world's  economic  environment. 

The  Panama  Canal  Treaty  of  1977,  however,  will  result 
in  the  most  profound  financial  changes  ever  faced  by  the  Canal 
enterprise.   These  changes  impose  substantial  additional  finan- 
cial burdens  on  the  revenue  stream  of  the  Canal: 

o   Greatly  increased  payments  to  the  Republic 
of  Panama 

0   Divestiture  of  certain  profitable  operations 

o   Imposition  of  additional  operating  costs 

These  operating  cost  burdens  are  offset  in  part  by  the  divestiture 
of  certain  operations  which  currently  incur  losses. 

In  addition  to  these  easily  perceived  financial  burdens, 
Article  XIII(l)  imposes  on  the  Commission  the  requirement  to  turn 
over  the  Panama  Canal  to  the  Republic  of  Panama  in  the  year  1999 
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"  ...  in  operating  condition  and  free  of  liens  and  debts, 
except  as  the  two  parties  may  otherwise  agree  ..."   It  thus 
appears  that  the  Treaty  imposes  an  obligation  on  the  part  of 
the  Commission  to  replace  its  facilities  as  needed  to  maintain 
the  Canal's  operating  condition.   As  a  result,  the  Treaty  will  - 
also  impact  the- capital.. program- •of.^iiie  .Commissionw-^-.«- ■••'"-  • 

Will  the  Panama  Canal  Commission  be  financially  viable 
after  implementing  these  changes?   Can  tolls  be  increased  suf- 
ficiently to  produce  additional  revenues  to  absorb  the  increased 
costs?   Will  the  long  run  financial  viability  of  the  Commission 
be  imperiled  because  toll  increases  divert  traffic  which  offsets 
the  benefit  of  toll  increases?   This  is  the  heart  of  the  matter 
and  before  proceeding  further  I  think  it  is  necessary  that  you 
understand  what,  at  least  in  my  mind,  constitutes  financial 
viability. 

For  the  Panama  Canal  Commission  to  be  financially  viable, 
its  operating  revenues  must  be  sufficient  to  do  two  things.   First, 
to  cover  all  operating  costs  including  those  envisioned  by  the 
Treaty;  and  second,  to  provide  for  the  replacement  of  plant  and 
equipment  when  existing  plant  and  equipment  wears  out.   In  this 
regard,  at  least  in  the  near  term,  all  indications  are  that  finan- 
cial viability  can  be  achieved.   This  has  been  demonstrated  by 
various  studies  of  the  effects  of  the  Treaty  on  the  Canal  enter- 
prise including  our  Analysis  of  the  Estimated  Cash  Requirements 
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of  the  Panama  Canal  Commission,  1979-1983.   The  long-term  out- 
look, however,  is  not  as  clear. 

In  the  long  term,  while  the  Commission  obviously 
cannot  control  the  world's  economic  environment  and  the  related 
effects  on  Canal  traffic,  its  management  can,  given  the  proper 
legislative  authority,  effect  all  other  aspects  of  Canal  operations. 
Thus,  just  as  the  Panama  Canal  Company  tailored  its  capital  pro- 
gram scheduling  to  synchronize  with  available  funds,  just  as  it 
implemented  cost  austerity  programs  such  as  that  of  1975  in  re- 
sponse to  traffic  declines  and  just  as  it  raised  tolls  when  no 
other  alternatives  were  available,  so,  too,  can  the  new  Panama 
Canal  Commission  manage  its  affairs  to  maintain  viability. 

However,  the  effectiveness  of  Commission  management 
in  this  regard  will  be  dependent  upon  three  factors.   The  first 
such  factor  is  legislative  guidance.   The  Treaty  implementing 
legislation  can  have  a  substantial  effect  on  the  ability  of 
management  to  "manage".   If  unduly  restrictive,  the  legislation 
could  prove  to  be  a  deterrent  to  the  incentive  of  management  to 
maintain  financial  viability.   In  my  opinion,  the  legislation 
should  allow  Commission  management  sufficient  flexibility  to  use 
its  authority  to  achieve  that  viability  balanced  with  proper  con- 
trols to  assure  that  the  legislatively  mandated  objectives  are 
satisfied. 

The  second  factor  which  will  influence  the  potential 


372 


for  financial  viability  of  the  Canal  under  the  Treaty  is  the 
soundness  of  the  financial  policies  adopted  by  the  Commission. 
Assuming  appropriate  legislative  authority,  these  policies 
should  be  designed  with  the  objective  of  appropriately  recog- 
nizing all  costs.  oS   Canal  operations  and  providing  a  level  of 
revenues  which  will  be  suf  f  icient -ta -oover.  such-casts  and -to 
maintain  constant  service  capacity  by  providing  for  the  replace- 
ment of  plant  and  equipment  as  related  facilities  are  exhausted. 
I  will  elaborate  on  these  points  later  in  my  statement. 

The  third  ingredient  to  any  recipe  for  Canal  financial 
viability  is  that  of  the  quality  and  skills  of  management.   It  is 
management  who  will  be  responsible  for  the  Commission's  compliance 
with  the  legislative  guidance  provided  by  the  Congress,  for  the 
implementation  of  sound  financial  policies  and  for  the  day-to-day 
decisions  in  response  to  ever  changing  economic  conditions.   The 
ability  of  management  to  adapt  to  the  flux  of  financial  forces 
that  affect  the  fortunes  of  the  Canal  enterprise,  such  as  in- 
flation, competition,  changing  traffic  patterns,  etc.,  will 
significantly  affect  the  ability  of  the  Commission  to  be  finan- 
cially viable.   Regrettably,  you  cannot  legislate  performances, 
but  are  limited  to  establishing  the  structure  and  policies  within 
which  management  will  hopefully  excel. 

The  financial  viability  of  the  Panama  Canal  Commission 
is  vital  to  the  interests  of  the  United  States,  the  Republic  of 
Panama  and  world  trade  alike.   Without  financial  viability,  there 
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cannot  be  a  proper  environment  for  the  harmonious  partnership 
envisioned  by  the  Treaty.   The  Treaty  implementing  legistation 
will  set  the  stage  for  that  future. 

The  Effect  of  Legislation 

On  Financial  Policies 

Due  to  the  profound  and  extensive  changes  necessitated 
by  the  Treaty,  virtually  all  of  the  financial  policies  currently 
followed  by  the  Panama  Canal  Company  will  have  to  be  subjected  to 
extensive  review  and  reconsideration  to  determine  their  propriety 
for  the  Commission.   The  fact  that  such  policies  have  operated 
effectively  and  efficiently  for  the  Company  does  not  necessarily 
mean  that  they  would  be  appropriate  for  the  Panama  Canal  Commission, 
Just  as  the  most  significant  of  the  Company's  financial  policies 
were  formulated  in  response  to  legislative  requirements,  the 
Commission  should  be  provided  a  sufficient  legislative  mandate  to 
enable  it  to  clearly  understand  its  responsibilities  as  well  as 
the  intended  objectives  of  the  Congress  with  respect  to  the  Canal. 
To  me  the  most  significant  policy  areas  to  be  considered  are  those 
which  address  the  following: 

1.  Financial  controls. 

2.  Establishing  accountability  and  control. 

3.  Interest  and  the  net  direct  United  States' 
investment  in  the  Panama  Canal. 

4.  Financing  capital  improvements. 
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The  balance  of  my  statement  is  devoted  to  these 
areas  and  ways  in  which  they  can  be  accommodated  in  the  imple- 
menting legislation. 

S.1024-  and  House  Bill  Distinguished 

Probably  the  most  significant  distinction  between--- «  --"• 
3.102/1  and  the  bill  to  implement  the  Treaty  which  was  recently 
passed  by  the  House  of  Representatives  is  that  the  latter 
provides  for  a  reversion  to  an  appropriated  fund  form  of  agency, 
whereas  S.1024  would  maintain  the  current  corporate  form.   The 
most  significant  attributes  of  this  distinction  in  form  are 
related  to  the  financial  and  accounting  consequences  which 
naturally  emanate  from  a  decision  to  adopt  either  form.   There 
are  real  differences  and  similarities  between  these  two  bills 
which  are  more  complex  from  an  accounting  and  financial  stand- 
point than  broad  generalizations  may  suggest. 

Any  proposed  legislation  for  the  Panama  Canal  must 
recognize  that  it  is  a  business  enterprise  as  distinguished  from 
a  government  institution.   The  Panama  Canal  provides  a  service 
for  which  its  users  are  willing  to  pay  a  price;  in  the  past  this 
has  compensated  the  United  States,  as  owner-investor  of  the  Canal, 
for  all  costs  of  providing  this  service.   In  contrast  are  more 
typical  government  agencies  such  as,  for  example,  the  Veterans 
Administration,  which  is  charged  with  providing  service  to  indi- 
viduals who  have  previously  provided  military  service  on  behalf 
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of  the  United  States  Government.   Since  the  Veterans  Adminis- 
tration generates  little  revenue  on  its  own,  its  financial 
management  is  one-dimensional,  i.e.,  control  over  a  stream  of 
expenditures . 

As  a  business  enterprise,  the  Panama  Canal  must  utilize 
enterprise  accounting  as  the  foundation  of  a  sound  basis  for 
financial  management  of  its  affairs.   By  enterprise  accounting, 
I  refer  to  a  comprehensive  accounting  for  all  costs  and  revenues 
over  a  long  term  to  measure  financial  performance.   Enterprise 
accounting  can  accurately  measure  the  performance  of  the  skillful 
manager  whose  objective  is  to  mix  and  balance  all  resources 
available  to  him  to  achieve  the  optimal  financial  results.   This 
balancing  and  mixing  involves  such  factors  as: 

1.  Acquiring  equipment  for  improvement  or  expansion. 
This  requires  a  judgment  as  to  the  probability  of 

a  payback  where  the  immediate  increase  in  cash  out- 
flows reflected  as  depreciation  costs  over  the  life 
of  the  equipment  is  more  than  offset  by  the  potential 
for  additional  revenue  to  be  realized  from  the 
acquisition. 

2.  Replacing  old  equipment  with  new  equipment  to  take 
advantage  of  advanced  technology  or  to  reduce  main- 
tenance costs  on  the  old  equipment.   This  requires 
a  judgment  as  to  the  relative  merits  of  the  current 
cash  disbursements  recognized  as  depreciation  costs 
over  the  life  of  the  equipment  and  the  reduced  main- 
tenance expenses  and/or  operating  labor  resulting 
from  utilization  of  the  improved  technology. 

3.  Balancing  of  preventive  maintenance  costs,  which  are 
immediate  expenditures,  against  larger  maintenance 
costs  later  if  you  wait  until  the  equipment  breaks 
down.   The  breakdown  approach  conserves  cash  currently 
but  can  result  in  a  greater  expense  in  the  long  run. 
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4.    Substitution  of  equipment  for  manpower  to  achieve 
greater  productivity.   In  this  instance  judgments 
are  necessary  regarding  higher  capital  expenditures 
versus  higher  levels  of  labor  costs  over  a  period 
of  years. 

The  importance  of  enterprise  accounting  is  its  multi-dimensional 
measurement  of  the  financial  impact  of  management  decisions. 
Because  it  takes  into  consideration  all  of  the  economic  resources, 
properly  executed  enterprise  accounting  best  measures  the  finan- 
cial success  or  failures  of  the  entity. 

Enterprise  accounting  is  inherent  in  the  corporate  form 
of  organization  provided  by  3.102-4. 

Although  the  House  bill  would  revert  the  Canal  organi- 
zation to  an  appropriated  fund  form  of  agency,  it  also  recognizes 
the  need  for  enterprise  accounting.   It  thus  requires  a  dual 
form  of  accounting  to  attempt  to  achieve  the  somewhat  dichot- 
omous  objectives  of  the  corporate  and  appropriated  forms  of  agency. 
The  question  is  whether  this  additional  layer  of  control  and 
complexity  is  necessarily  effective  and  I  wish  to  discuss  with 
you  the  factors  which  may  assist  you  in  reaching  a  conclusion  on 
this  matter.   First,  however,  let  me  go  back  in  time  to  the 
deliberations  which  occurred  in  1950  over  the  change  being  con- 
sidered at  that  time  from  the  appropriation  form  of  agency  to 
the  corporate  form.   In  considering  the  current  issue,  we  re- 
viewed portions  of  the  transcript  of  the  1950  House  hearings 
and  several  statements  in  the  record  of  those  proceedings  seem 


377 


to  have  stood  the  test  of  time  in  that  their  relevance  has 
not  diminished: 


"  ...  The  Governor  has  utilized  his  delegated 
authority  to  institute  a  general  reorganization 
designed  to  modernize  the  existing  administrative 
structure  of  the  Panama  Canal  so  that  it  may 
meet  more  efficiently  present-day  operating  con- 
ditions and  the  complexities  that  have  developed 
in  the  conduct  of  the  Canal's  business.  This 
reorganization  will  become  effective  on  July  1, 
1950.  ..." 

"...  The  Commission  on  Organization  of  the  Execu- 
tive Branch  (The  Hoover  Commission)  of  the  Govern- 
ment recommended  that  'straight  line  business 
activities  be  incorporated  so  as  to  secure  greater 
flexibility  in  management  and  simpler  accounting, 
budgeting,  and  audit  methods'  ...  " 


"...  Within  recent  years  it  has  been  increasingly 
recognized  that  financial  controls  generally  appli- 
cable to  Government -type  programs,  such  as  civil 
government,  health  and  sanitation,  cannot  satis- 
factorily be  employed  in  the  case  of  programs  which 
are  essentially  of  a  business  nature.  This  is 
reflected  by  the  enactment  in  19^5  of  the  Government 
Corporation  Control  Act,  which  provides  for  new 
types  of  controls,  such  as  the  business-type  budget 
and  commercial-type  audit  specially  designed  to  meet 
the  needs  of  programs  of  a  business  character 
The  attempt  to  operate  the  business  activities  of 
the  Panama  Canal  under  procedures,  accounting  methods, 
and  controls  devised  for  nonbusiness  programs  is  a 
major  source  of  current  complexities  in  financial 
administration  ...  " 


"  ...  The  Panama  Canal,  the  Panama  Railroad  Organi- 
zation, is  a  museum  of  administrative  antiquities  . . 


"  ...  The  present  practice  of  paying  tolls  into 
miscellaneous  receipts  is  not  necessary  to  provide 
adequate  control  over  the  use  of  such  funds.  Ade- 
quate control  can  be  secured  through  the  business- 
type  budget,  which  all  corporations  must  submit 
annually  to  the  President  and  the  Congress,  and  the 
commercial -type  audit  by  the  General  Accounting 
Office  ..." 


378 


"  ...  If  no  change  is  made  in  the  present  Panama 
Canal  organization,  won't  you  be  able  to  go  into 
those  books  and  set  a  reasonable  basis  for  tolls? 

I  think  it  would  be  somewhat  difficult  because 

the  accounting  system  of  the  Panama  Canal  -  and 
it  is  provided  by  law  under  the  Budget  and  Account- 
ing Act,   and  provisions  of  law  now  applicable  to 
the  Panama  Canal  -  is  not  upon  a  businesslike 
basis.     They  do  not  keep  accounts  similar  to  those 
that  business  coirorations  maintain  ...    " 

"    ...   The  General  Accounting  Office  has  criticized 
the  accounts  produced  under  this  hybrid  system  as, 
' in  most  cases,    falling  far  short  of  the  kind  of 
factual  determination  and  presentation  of  revenues, 
costs  and  expenses,   and  net  profits  or  losses, 
necessary  for  accurate  reporting  and  as  an  effective 
tool  for  management  control   ...    " 

The    reasons    stated    for    change    in    1950    seem    to   me    to   be    valid 
reasons    not    to    change    in    1979.      But,    as    we    are    all    aware,    a 
major    issue    at    hand   now,    just    as    it    was    in    1950,    is    what    degree 
of    financial    control    should    Congress    legislate    over    the    affairs 
of    the    Panama    Canal.      As    a   businessman,    let   me    offer    some    con- 
clusions   I    have    reached    in    this    regard. 

Financial    Control 

I'm    sure    we    would    all    agree    that    financial    controls 
over    the    affairs    of    the    Panama    Canal    Commission   are    appropriate; 
but    reasonable   men    can    disagree    as    to    the    level    of    controls    re- 
quired.     Unquestionably,    the   House    bill    provides    for    potentially 
greater    control    than   S.102/i.       The    question   before   you    is    how  much 
control    and    complexity   are    appropriate    in   the    circumstances    and 
at    what    price. 
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Relevant  to  one's  judgment  as  to  the  degree  and 
type  of  control  necessary  is  one's  prognosis  as  to  the  likely 
financial  success  or  failure  of  the  Commis'sion.   As  previously 
discussed,  in  the  history  of  the  Panama  Canal  Company  there  has 
been  a  pattern  of  financial  success.   This  success  is  -evidenced 
by  the  fact  that  no  U.S.  taxpayer  funds  have  been  required  by 
the  Company  since  it  was  organized  in  1950.   The  avoidance  of 
burdens  on  U.S.  taxpayers  for  the  remaining  life  of  the  U.S. 
management  of  the  Panama  Canal  is,  to  me,  similarly  a  desirable 
objective. 

As  I  have  also  previously  discussed,  there  is  a  basis 
for  some  optimism  that  the  Commission  can,  if  properly  managed, 
avoid  being  a  burden  on  U.S.  taxpayers.   It  is  not  relevant, 
in  my  view,  to  compare  the  Panama  Canal  Commission  at  this 
juncture  with  other  government-owned  enterprises  such  as  Amtrak 
and  Conrail.   When  these  entities  were  organized,  there  was  a 
record  of  significant  losses  from  past  operations  and  there  was 
no  reasonable  basis  to  anticipate  that  they  could  become  self- 
sustaining.   Thus  the  approach  in  the  management  of  these  loss- 
prone  operations  has  been  one  of  minimizing  losses  and  the 
resultant  burden  on  the  taxpayer.   In  contrast,  the  emphasis  on 
the  management  of  the  Panama  Canal  Commission  should  be  one  of 
providing  sufficient  flexibility  to  management  to  give  it  the 
opportunity  to  continue  to  be  successful  and  thus  not  be  a  burden 
on  U.S.  taxpayers. 
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Based  on  my  experience  with  the  financial  affairs 
of  the  Panama  Canal  Company,  there  are  already  in  existence 
significant  controls  over  its  operations  which  would  be  con- 
tinued under  S.1024-.   These  controls  include  requirements  for 
budgetary  review  and  approval  by  0MB,  for  budget  program  approvals 
by  the  Appropriations-  Committee-s-  of  ffongres^  for-  toid-^  "to  b^ 
set  to  recover  all  costs  and  for  annual  financial  reporting  with 
an  audit  by  the  General  Accounting  Office.   The  tolls  setting 
and  financial  reporting  requirements  have  not  only  promoted 
the  Canal's  financial  viability  but  provided  control  because 
they  expose  the  Canal's  financial  affairs  to  the  "sunshine"  of 
outside  scrutiny.   Such  requirements  should  be  continued  because 
they  serve  the  useful  purpose  of  assuring  the  Congress  that  the 
financial  affairs  of  the  Commission  are  under  control.   In 
brief,  these  would  maintain  the  Commission  as  a  fully  accountable 
entity  whose  costs  of  providing  service  are  financed  by  user 
charges.   These  concepts  have  three  strong  advantages  for  Canal 
users:  (1)  disclosure  of  results;  (2)  reliability  of  user  charges; 
and  (3)  regulation. 

Similar  to  the  Panama  Canal  Company  and  Canal  Zone 
Government,  the  financial  books  of  the  Commission  should  be  open 
to  the  world.   The  costs  for  which  it  is  held  accountable  should 
reflect  generally  accepted  accounting  principles,  and  its  results 
of  operation  should  be  audited  and  made  public.   While  both  S.1024 
and  the  House  bill  provide  for  audits  by  the  General  Accounting 
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Office,  neither  requires  public  reporting  of  the  results  of 
such  audits.   I  would  suggest  that  a  public  reporting  provision 
be  included  in  the  implementing  legislation.   From  the  self- 
interest  point  of  view  of  the  user,  cost  incurrence  would  then, 
at  least  indirectly,  come  under  his  scrutiny.   This,  in  turn, 
places  -pTfissoir-a  von-.marLag.emenii-to..j-ncur.  aas-tA- pjMidantJL5Ei^a.w..._^ -,;»,.  ...> 

The  assurance  that  prices  will  be  set  based  on  cost 
gives  the  user  confidence  in  the  reliability  of  the  price-setting 
process.   He  is  assured  that  prices  will  be  rationally  set  and 
he  can  therefore  predict  his  future  course  of  action  with  more 
reasonable  certainty.   Thus,  through  its  reliability,  the  Canal 
is  able  to  permit  users  to  limit  their  risks  and  have  a  basis 
for  long-range  planning.   This  is  a  positive  economic  contribution 
and  is  essential  for  a  service  such  as  the  Canal  to  be  able  to 
attract  users. 

Under  the  present  law  which  provides  the  Canal  pricing 
mechanism,  toll  changes  require  "notice  and  hearing"  as  provided 
•by  the  Administrative  Procedures  Act.   This  is  of  value  to  the 
users  of  the  Canal  in  that  they  are  given  the  opportunity  to 
comment  on  the  proposed  tolls  and  can  plan  for  future  costs  of 
using  the  Canal.   The  requirement  for  notice  and  hearing  on 
tariff  changes  is  virtually  universal  in  its  applicability  to 
public  utilities.   Since  the  user  has  a  very  real  stake  in  pro- 
posed rate  changes,  I  would  suggest  that  the  notice  and  hearing 
requirements  for  changes  in  either  the  level  or  method  of  assessing 
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tolls  be  continued.   Both  S.1024  and  the  House  bill  would 
maintain  these  requirements.   Neither,  however,  provides 
detailed  specific  standards  regarding  the  method  of  justifying 
rate  changes.   In  my  opinion,  the  adoption  of  such  standards 
would  be  appropriate.   These  could  include  requirements  for 
actual  and  -pro-^-ected-financial'aaHi'  Sanal  ■  traff  ic-^ia-t-a  an*- •"•"■"  ""^- 
analyses  of  projected  changes  in  financial  results.   Also, 
neither  provides  a  requirement  that  the  public  record  regarding 
proposed  changes  in  tolls  reflect  conclusions  reached  on  con- 
cerns expressed  by  interested  parties  in  the  rate  proceedings. 
In  my  opinion,  additional  credibility  could  be  brought  to  this 
process  if  such  a  requirement  were  provided  for  in  the  implementing 
legislation  just  as  it  is  in  most  rate  regulatory  jurisdictions. 

Historically,  management  of  the  Panama  Canal  Company 
has  itself  also  imposed  financial  controls  on  its  organization 
by  the  very  fact  that  it  has  been  "bottom  line"  oriented.   By 
this  I  mean  that  management  has  conscientiously  made  decisions 
to  ensure  that  costs  were  kept  within  the  bounds  of  revenue. 
This  has  required  occasional  changes  in  toll  rates  as  well  as 
changes  in  the  level  of  costs  being  incurred  so  that  reasonable 
results  were  obtained.   An  excellent  example  of  this  "bottom 
line"  management  has  been  the  financial  management  effort  led  by 
Governor  Parfitt  to  weather  the  adversities  experienced  in  1975. 
I  would  hope  that  the  management  of  the  Panama  Canal  Commission 
would  be  similarly  goal-oriented  and  would  arrange  its  financial 
affairs  to  be  self-sufficient. 
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The  Cost  of  Reversion 

To  me, the  adoption  of  a  policy  by  the  Congress  which 
requires  that  the  Commission  be  self-sustaining  would  provide 
the  ultimate  in  control  over  the  financial  affairs  of  the  Com- 
mission: that  is  self-discipline.   In  contrast,  the  consequences 
that  would  flow  from  a  reversion  to  appropriated  fund  controls 
would  be  less  flexibility  and  additional  complexity.   The 
House  bill  would  require  keeping  supplemental  records,  the 
extent  of  which  would  depend  on  the  extent  of  the  additional 
controls  imposed.   For  example,  it  could  be  implemented  by  pro- 
viding for  only  one  annual  appropriation  to  cover  all  expenditures. 
Although  this  would  technically  achieve  appropriation  control, 
in  substance  it  would  accomplish  very  little.   Accordingly,  to 
achieve  additional  control,  additional  appropriations  would  need 
to  be  set,  each  identifying  specific  categories  of  cash  expendi- 
tures to  be  controlled.   As  these  categories  of  appropriation 
multiply,  the  complexity  of  the  accounting  expands  at  an  exponential 
rate.   In  this  day  of  the  computer,  such  additional  complexity 
and  record  keeping  can  certainly  be  accommodated  -  but  at  a  cost 
in  terms  of  the  objective  for  a  smooth  transition  under  the  Treaty, 
as  well  as  in  dollars  and  cents. 

If  a  reversion  to  the  appropriated  form  of  agency  is  to 
be  effected,  the  present  time  is,  in  isy  opin^-on,  the  worst  possible 
time  to  attempt  the  change.   Canal  management  is  currently  immersed 
in  attempting  to  accomplish  in  a  relatively  short  time  frame  the 
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significant  operating  changes  mandated  by  the  Panama  Canal 
Treaties  of  1977.  To  impose  on  any  management  trained  and 
accustomed  to  operating  in  a  corporate  environment  so  sub- 
stantial a  change  as  that  to  an  appropriated  form  would  be 
onerous;  in  the  case  of  the  already  overextended  Canal  manage- 
ment, it  would  undoubtedly  al-so  be- disruptive  to  the- objective  ■ - 
of  achieving  as  smooth  a  transition  as  possible. 

Notwithstanding  my  preceding  remarks,  if  the  appro- 
priated agency  form  is  enacted,  it  should  be  recognized  that 
it  will  take  time  and  money  to  implement  properly.   In  my 
opinion,  significant  expertise  would  have  to  be  brought  to  bear 
to  accomplish  such  a  complex  transformation  with  satisfactory 
results  from  a  management  and  accountability  standpoint  and 
the  costs  to  complete  such  an  undertaking  would  be  significant. 
Upon  careful  thought,  my  conclusion  is  that  if  there  is  intended 
to  be  a  substantial  difference  between  the  present  corporate 
form  and  the  proposed  appropriated  agency  form  (as  desired  by 
the  current  proponents  of  the  appropriated  agency  form)  then 
substantial  changes,  such  as  those  envisioned  below,  will  have 
to  be  made. 

The  Panama  Canal  Company  has  over  a  period  of  years 
developed  a  sophisticated  financial  management  system  utilizing 
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modern  computer  techniques.   It  is  a  fully  integrated  system 
intended  to  be  the  most  effective  at  the  least  long-term  operating 
cost.   Since  1962,  the  Company  has  devoted  substantial  resources 
to  these  efforts,  recognizing  that  the  largely  manual  systems  in 
place  at  that  time  were  ineffective  and  nonresponsive  to  the 
needs  of  modern  Trahs-g^m-ent---^ii.Tistra1;ln^-i;ire -T;ohi;inui3Tra*isvodTitlt>ir»-'-- 
ary  process  necessary  to  develop  and  maintain  the  current  highly 
sophisticated  system  is  the  Company's  computer  based  budgeting 
system  which  was  completed  only  about  18  months  ago  after  a  2- 
year  development  effort  which  consumed  some  20  man-years  of 
Company  labor. 

The  pervasive  underlying  concept  of  the  Company's 
financial  management  system  is  that  costs  should  be  controlled 
by  programs.   These  programs  include  such  things  as  locks 
operations,  locks  maintenance,  channel  maintenance,  employee 
services,  etc.   In  contrast  to  this  program  form  of  cost  control 
is  the  Company's  management  organization  which  is  centralized 
into  units  providing  service  such  as  the  Motor  Transportation 
Division,  Electrical  Division,  etc.   These  organizational  units 
are  the  ones  actually  incurring  the  expenditures.   These  differ- 
ences result  in  highly  integrated  but  very  complex  accounting  and 
financial  management  systems. 

If  the  provisions  of  the  House  bill  were  adopted  for 
the  financial  management  of  the  Commission,  it  would  be  necessary 
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to  revise  the  cost  control  system  of  the  Panama  Canal  Company 
to  accommodate  an  expenditure  control  system.   Accordingly, 
obligations  against  appropriations  would  need  to  be  controlled 
and  accounted  for  at  the  level  of  the  organizational  units 
making  the  expenditures.   In  addition  thereto,  the- House  bill  — 
requires  the  continuation  of  a  comprehensive  cost  accounting 
for  purposes  of  toll  setting.   It  thus  necessitates  a  dual  pur- 
pose accounting  system  to  accomplish  on  a  simultaneous  basis 
both  the  expenditure  controls  called  for  by  the  appropriated 
agency  form  and  the  cost  accounting  called  for  in  the  toll-making 
process.   While,  as   i  stated  earlier,   this  could  certainly  be 
achieved  in  this  age  of  the  computer,  it  would  add  a  significant 
dimension  of  complexity  to  the  financial  management  of  the 
affairs  of  the  Panama  Canal  Commission.   However,  by  October  1, 
1979,  it  would  not  be  possible  for  the  Panama  Canal  Commission 
to  implement  the  systems  necessary  to  meet  the  objectives  of  the 
House  bill.   On  a  crash  basis,  costly  interim  procedures  would 
therefore  need  to  be  implemented  to  meet,  as  far  as  practicable, 
the  requirements  of  the  House  bill.   These  interim  procedures, 
however,  could  not  include  needed  changes  to  the  computerized 
system  by  the  October  1  deadline. 

Following  this  crash  program,  there  would  be  a  require- 
ment over  a  period  of  years  to  completely  change  the  present 
financial  management  system  of  the  Panama  Canal  Company.   It  is 
my  estimate  that  this  would  take  years  to  accomplish  and  would 
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cost  millions  of  dollars.   The  shorter  the  period  of  time  in 
which  the  work  is  done,  the  more  costly  the  program. 

My  final  observation  regarding  the  forms  of  control 
being  considered  is  that  control  by  appropriations  reduces  the 
degree  of  forward-looking  flexibility  to  manage  the  affairs  of 
the  Commission.   This  is  true  principally  because  the  emphasis 
of  the  appropriation  controls  would  likely  be  preservation  of 
cash  in  the  short  term  rather  than  optimum  financial  results 
in  the  long  term.   Of  course,  a  short-term  cash  effect  would 
be  more  important  if  cash  conservation  became  a  paramount  objective 
because  the  Commission  had  become  financially  non-viable.   The 
very  real  potential  for  the  over-emphasis  of  the  singular  dimen- 
sion of  cash  to  the  exclusion  or  de-emphasis  of  other  dimensions 
is  the  flaw  in  the  appropriations  control  approach  which  could 
cause  uneconomic  long-run  financial  decisions  and  reduce  the 
flexibility  of  the  manager  to  produce  long-run  optimal  results. 
This  in  turn  could  jeopardize,  in  a  vicious  circle,  the  long-run 
financial  viability  of  the  Commission. 

Establishing  Accountability  and  Control 

Obviously  the  Panama  Canal  Commission  should  be  required 
to  follow  sound  accounting  in  the  management  and  reporting  of  its 
financial  affairs.   Sound  accounting  is  generally  recognized  to  be 
a  body  of  knowledge  referred  to  as  "generally  accepted  accounting 
principles".   These  principles  are  substantially  the  same  in  current 
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practice  in  the  private  sectors  of  both  the  United  States  and 
the  Republic  of  Panama.   In  my  opinion,  the  implementing  legis- 
lation should  therefore  explicitly  require  that  costs  be  deter- 
mined under  generally  accepted  accounting  principles  for  purposes 
of  accounting  and  rate  making  as  well  as -in  the  specif ic -deter- 
mination of  the  contingent  obligations  to  the  Republic  of  Panama 
under  Article  XIII(';)c  of  the  Treaty,  which  I  will  discuss  later. 

As  for  the  accounting  policies  to  be  based  on  such 
principles,  the  accounting  best  suited  to  the  needs  of  the  Com- 
mission should  be  tailored  to  its  unique  financial  requirements 
and  economic  environment.   Of  fundamental  significance  in 
evaluating  alternatives  in  this  regard  is  the  objective  that 
the  Commission  be  financially  viable  in  the  long  term.   While 
accounting  certainly  cannot  guarangee  financial  viability,  it  can, 
if  properly  applied,  facilitate  it. 

The  financial  viability  of  the  Canal  enterprise  is 
also  dependent  upon  the  process  of  setting  a  proper  level  of  tolls. 
As  established  by  law,  the  present  policy  regarding  the  tolls 
level  is  to  set  tolls  to  recover  costs.   Cost  is  interpreted  to 
be  a  comprehensive  accounting  for  all  costs  including  the  re- 
covery of  plant  (capital)  through  depreciation  charges.   This 
policy  therefore  underscores  the  need  to  develop  accounting 
policies  which  recognize  the  Commission's  unique  economic  environ- 
ment as  well  as  conform  with  generally  accepted  accounting  princi- 
ples.  The  alternative  to  a  cost  recovery  policy  would  be  "what 
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the  traffic  will  bear".   In  my  judgment,  the  continuance  of 
the  policy  of  assessing  tolls  to  recover  properly  stated  costs 
based  on  sound  accounting  should  be  continued. 

Thus,  the  accounting  to  be  followed  by  the  Commission 
must  provide  the  basis  for  setting  tolls,  for  measuring  financial 
results,  and  for  determining  the  basis  of  payment  to  the  Republic 
of  Panama  under  the  provisions  of  Treaty  Article  XIII(4)c. 
Furthermoi'e,  it  must  have  acceptance  and  credibility  with  various 
interested  parties,  including  the  toll  payers,  the  Governments 
of  the  United  States  and  the  Republic  of  Panama  and  the  general 
public.   In  my  judgment,  these  objectives  can  only  be  achieved 
by  an  accounting  "fresh  start".   A  mere  continuation  of  the 
accounting  of  the  Panama  Canal  Company  as  a  basis  for  the  account- 
ing of  the  Commission  would  be  ineffective.   My  basis  for  this 
conclusion  is  that  the  foundation  for  the  Company's  accounting 
was  its  legislative  requirement  to  account  for  the  historical 
U.S.  investment.   This  is  no  longer  relevant  since  the  Treaty 
conveys  the  Canal  to  Panama  at  no  cost  on  December  31,  1999. 
However,  if  the  Congress  wishes  to  continue  an  interest  require- 
ment or  repayment  of  the  remaining  capital,  this  can  be  done 
separately  from  the  ongoing  accounting  of  the  affairs  of  the 
Commission. 

The  Commission's  unique  economic  circumstances  require 
that  its  accounting,  in  order  to  be  relevant,  facilitate  an  annual 
measurement  of  the  economic  consumption  of  the  resources  conveyed 
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to  it  and  of  how  well  its  pricing  policy  recovers  this  con- 
sumption.  In  my  opinion,  the  system  of  depreciation  currently 
employed  by  the  Company  and  utilized  in  determinations  of  toll 
revenue  requirements  for  rate-making  purposes  will  not  be  rele- 
vant for  this  purpose  principally  because  that  system  was  never 
intended  to  provide  such  a  measure.   Rather,  i-ts  Intent  is  to 
allocate  original  cost  over  estimated  service  lives  of  property 
in  use.  •From  an  economic  standpoint,  recognition  is  not  given 
in  such  a  system  to  the  fact  that  original  cost  is  generally  not 
indicative  of  the  level  of  capital  required  to  be  maintained  in 
order  not  to  erode  service  capacity.   In  the  case  of  the  Com- 
mission, this  level  will  be  at  least  equal  to  the  value  of  the 
property  it  will  assume  from  the  Company  which  will  require  re- 
placement in  the  long  run.   Thus,  in  my  opinion,  the  Commission 
could  not  be  said  to  have  realized  a  surplus  under  Treaty 
Article  XIII(4)c  unless  it  had  at  least  recovered  all  of  its 
annual  costs  including  a  sufficient  amount  of  capital  to  maintain 
service  capacity.   Under  this  approach,  property  not  to  be  re- 
placed, such  as  excavations  and  items  to  be  transferred  to  the 
Department  of  Defense  and  to  the  Republic  of  Panama,  will,  from 
the  standpoint  of  cost,  have  no  economic  relevance  to  the  Commission. 

In  a  normal  commercial  transaction,  if  the  assets  of 
the  Panama  Canal  Company  were  sold  to  a  successor  organization, 
there  would  be  a  new  accounting  basis  established  for  those  as- 
sets.  However,  in  this  case,  since  there  is  no  sale  in  the 
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commercial  sense,  the  transition  requires  simulation  of  a 
sale/purchase.   This  simulation  should  have  underlying  legis- 
lative authority. 

To  grant  the  legislative  authority,  I  would  suggest 
the  following  changes  to  S.  102-4: 

Section  210(b):   Change  this  paragraph  to  read  as 
follows: 

"The  basis  of  accounting  for  the  assets 
transferred  and  to  be  depreciated  should 
be  the  net  replacement  value  of  those 
transferred  assets  which  will  ultimately 
require  replacement  to  maintain  the  ser- 
vice capacity  of  the  Canal.   Depreciation 
of  these  assets  should  be  recorded  ratably 
over  their  service  lives." 

Section  232(b  ):   The  first  sentence  should  be 
changed  to  read  as  follows: 

"Tolls  shall  be  prescribed  at  rates  cal- 
culated to  cover  as  nearly  as  practicable 
all  anticipated  costs  of  maintaining  and 
operating  the  Panama  Canal,  together  with 
the  facilities  and  appurtenances  related 
thereto,  including  depreciation  of  assets 
as  provided  in  Section  210(b)  hereof,  and 
the  payments  to  Panama  pursuant  to  Para- 
graph 5  of  Article  III  and  Paragraphs  4Ca) 
and  4(b)  of  Article  XIII  of  The  Panama 
Canal  Treaty  of  1977." 

The  change  I  suggest  in  the  basis  for  Canal  accounting 
should  have  no  long-run  effect  on  the  level  of  tolls  assessed  on 
shipping.   It  establishes  an  accountability  requirement  which 
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would  otherwise  not  be  realized  and  provides  a  rational  means 
of  maintaining  Canal  service  capacity. 

Considering  the  above,  I  would  also  recommend  that 
the  capital  accounts  of  the  Commission,  at  the  outset,  be  con- 
solidated without  regard  to  the  separate  accounts  maintained  by 
the  Company.   I  recommend  this  treatment  because  at  the  time 
that  its  doors  are  opened,  so  to  speak,  the  Commission  will 
have  been  provided  with  a  permanent  capital  base  and  should  have 
no  reason  to  distinguish  or  identify  any  components  in  this 
permanent  base. 

To  accomplish  additional  control  it  may  also  be  appro- 
priate to  establish  in  the  legislation  a  requirement  that  the 
funds  obtained  through  depreciation,  determined  as  recommended, 
be  used  only  for  purposes  of  replacing  or  improving  plant  and 
equipment.   In  combination  with  the  accounting  recommended,  this 
would  provide  additional  legislative  control  by  assuring  that  the 
Commission's  use  of  funds  from  depreciation  be  limited  only  to 
replacing  or  expanding  plant.   Since  such  plant  replacement  is 
essential  to  maintain  viability,  the  reservation  of  such  funds 
would  encourage  additional  management  self -discipline. 

Interest  and  Net  Direct  U.S.  Investment 

Prior  to  1950,  the  affairs  of  the  current  Panama  Canal 
Company/Canal  Zone  Government  were  conducted  by  The  Panama  Canal, 
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an  appropriated  agency  of  the  U.S.  Government  and  the  Panama 
Canal  Railroad  Company.   The  civil  government  functions  and  the 
basic  operations  of  the  Canal  were  operated  under  the  agency 
whereas  other  commercial-type  activities,  including  the  operation 
of  two  ships  between  the  United  States  and  Panama,  terminals, 
the  railroad,  employee  retail  stores,  employee  housing,  and  ship 
repair  facilities  were  the  responsibility  of  the  corporate 
organization.   The  fact  that  these  two  organizations  followed 
different  methods  of  accounting,  combined  with  the  lack  of  com- 
prehensive separate  accounting  for  the  defense  establishment  in 
the  Canal  Zone,  makes  it  virtually  impossible  to  interpret  the 
results  of  the  financial  affairs  of  the  Panama  Canal  prior  to 
the  reorganization  which  was  legislatively  mandated  in  1950.   This 
reorganization  was  accomplished,  at  least  in  part,  to  satisfy 
concerns  expressed  at  that  time  by  the  shipping  industry. 

To  establish  accountability  for  the  corporate  organi- 
zation of  the  Panama  Canal  Company,  in  1951  a  starting  point  was 
-carefully  determined.   This  involved  a  determination  in  an  engi- 
neering and  accounting  sense  of  the  original  cost  of  all  plant 
and  equipment  used  and  useful  in  providing  Canal  service  to 
world  shipping.   This  cost  determination  process  required  several 
years  of  effort  and  included  estimates  of  depreciation  reserves 
against  the  original  cost  to  recognize  the  expiration  of  cost  on 
a  service  life  basis.   This  process  resulted  in  a  determination 
of  xhe  Canal's  net  worth  which  was  referred  to  as  the  net  direct 
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investment  of  the  United  States.   When  the  books  of  the 
Panama  Canal  Company  were  opened  this  net  direct  investment 
amounted  to  $373.4  million. 

The  law  establishing  the  Panama  Canal  Company  did 
not  require  a  return  of  capital  but  did  require  a  return  on 
capital  (interest).   The  rate  of  interest  charged  is  the  com- 
puted average  coupon  rate  borne  by  Treasury  bonds  outstanding 
as  of  April  30  of  the  current  year.   The  rate  in  1951  was 
2.327%;  by  1978  this  rate  had  increased  to  6.071%.   The  accumu- 
lated interest  payments  made  to  the  Treasury  over  that  period 
of  time  have  amounted  to  approximately  $320  million.   In 
addition,  due  to  cash  in  excess  of  its  needs,  the  Panama  Canal 
Company  returned  capital  "dividends"  of  $40  million  to  the  U.S. 
Treasury.   Thus,  over  the  period  1951  through  1978,  total  pay- 
ments to  the  U.S.  Treasury  by  the  Panama  Canal  amounted  to  some 
$360  million. 

Prior  to  the  reorganization,  there  was  an  imputed 
interest  charge  recorded  by  the  then  existing  agency  known  as 
The  Panama  Canal.   However,  since  this  was  an  appropriated  agency 
and  there  was  no  accounting  for  all  costs  in  an  accrual  account- 
ing sense,  it  is  not  possible  to  state  that  these  imputed  interest 
amounts  were,  in  fact,  paid  to  the  U.S.  Treasury.   This  lack  of 
accountability  is,  of  course,  a  defect  inherent  in  the  appropri- 
ated agency  form  of  organization. 
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As  a  result  of  the  Panama  Canal  Treaties  of  1977, 
substantial  amounts  of  assets  owned  by  the  Panama  Canal  Company- 
are  to  be  transferred  to  the  Department  of  Defense  and  the 
Republic  of  Panama.   If  these  transfers  are  considered  capital 
distributions,  they  would  be  recorded  on  the  books  of  the  Panama 
Canal  Company  as  a  reduction  in  the  U.S.  net  direct  investment. 
The  net  book  value  of  these  asset  transfers  is  estimated  to  be 
$/i8  million.   This  would  reduce  the  $319  million  net  direct 
investment  recorded  on  the  books  of  the  Panama  Canal  Company  as 
of  the  end  of  fiscal  year  1978  to  $271  million.   If  credit  were 
given  for  Company  cash  on  deposit  with  the  U.S.  Treasury,  this 
amount  would  be  reduced  even  further  to  approximately  $200  million. 
Using  the  foregoing  line  of  reasoning,  this  reduced  amount  could 
be  used  as  a  basis  for  future  interest  payments  or  alternatively 
could  be  established  as  a  debt  of  the  Commission  to  be  amortized 
over  the  remaining  life  of  the  Commission.   If  considered  to  be 
debt,  the  annual  payment  to  the  Treasury  required  to  liquidate 
the  debt  over  the  life  of  the  Commission  would  approximate  $10-$14 
million. 

Financing  Capital  Improvements 

As  I  mentioned  earlier,  Tre'aty  Article  XIIl(l)  appears 
to  impose  an  obligation  on  the  Commission  to  replace  facilities 
to  maintain  the  Canal's  operating  condition,  but  there  is  no 
obligation  as  such  to  make  improvements  or  expand  the  Canal. 
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Historically,  the  Panama  Canal  Company  has  financed 
its  replacements  and  improvements  through  reinvestment  of  both 
United  States  capital  and  net  earnings.   The  Company  recovers 
through  tolls  the  United  States'  investment  in  the  Canal  by 
depreciating  all  of  its  assets  over  their  estimated  service 
lives  and  including  this  depreciation  cost  in  toll  revenue 
requirements.   By  law  the  Company  is  permitted  to  retain  the 
funds  received  through  this  process  and,  except  for  the  $<iO 
million  returned  to  the  United  States  Treasury  in  the  form  of 
dividends,  it  has  used  these  internally  generated  funds  for 
capital  expenditures.   Thus,  the  United  States'  willingness  to 
forego  the  repayment  of  its  capital  has  enabled  the  Company  to 
replace  and  improve  facilities.   A  second  source  of  capital  has 
been  net  earnings.   Even  though  the  legislative  tolls  formula 
provides  only  for  a  level  of  tolls  to  recover  costs,  as  a 
practical  matter,  revenues  have  generally  modestly  exceeded  costs 
and  therefore  net  earnings  have  been  generated.   These  net  earn- 
ings have  generally  been  plowed  back  into  the  Canal;  that  is, 
they  have  been  used  to  finance  capital  improvements  for  the 
benefit  of  the  users  of  the  Canal. 

Similarly,  the  basic  cash  flow  from  toll  revenues  of 
the  Panama  Canal  Commission  must  be  sufficient  to  make  replace- 
ments as  needed.   The  accounting  and  rate-making  processes  re- 
quired to  achieve  this  result  were  explored  earlier  in  my  state- 
ment . 
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A  matter  not  developed  in  the  Treaty  is  the  manner 
in  which  capital  improvements  and  expansion  are  to  be  financed. 
This  will  require  the  type  of  legislative  authority  provided 
in  the  current  drafts  of  implementing  legislation  to  clarify 
potential  ambiguity  related  to  the  contingent  payments  to  the 
Republic  of  Panama  under  Treaty  Article  XIII(-4)c.   (The  existence 
of  this  Article  in  the  Treaty  in  effect  precludes  the  Commission 
from  retaining  any  revenues  in  excess  of  costs,  thus  stripping 
the  Commission  of  an  important  means  of  financing  capital  which 
was  utilized  by  the  Panama  Canal  Company.  )   One  possibility  for 
financing  a  moderate  level  of  capital  improvements,  which  appears 
to  be  compatible  with  Article  XIII(4)c,  would  be  to  grant  the 
Commission  the  authority  to  impose  additional  tolls  in  the  form 
of  a  surcharge  to  finance  such  improvements.   Both  S.1024  and 
the  House  bill  provide  sufficient  authority  to  impose  a  user 
charge  to  finance  improvements.   If  the  Commission  chose  this 
method  of  financing  moderate  improvements,  the  resultant  receipts 
obviously  should  not  be  considered  "surplus"  under  the  provisions 
of  Article  xrilC4)c,  but  should  be  legislatively  designated  as 
capital  funds  or  the  intended  result  would  be  frustrated.   By  the 
provisions  of  Section  203  of  S.1024  this  reservation  of  capital 
funds  is  accomplished  but  the  House  bill  does  not  have  a  similar 
provision. 

-The  granting  of  surcharge  authority  to  the  Commission 
"is  an  essential  but  also  a  substantial  amount  of  authority.   If 
deemed  appropriate,  controls  could  be  imposed  on  this  authority 
through  such  provisions  as: 
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1.  Establish  a  celling  on  surcharge  collections 
to  ensure  that  only  moderate  improvements  are 
financed  in  this  manner.   A  limit  as  a  percent 
of  toll  revenues  would  be  self-adjusting  for 
inflation. 

2.  The  imposition  of  a  surcharge  should  be  spe- 
cifically addressed  in  the  administrative 
aspects  of  the  tolls-setting  process. 

3.  The  surcharge  should  be  imposed  as  a  separate 
component  of  the  toll  rate  and  accounted  for 
not  as  revenuess  but  rather  as  a  liability  to 
rate  payers  until  invested  in  improvements,  at 
which  time  cumulative  collections  could  be 
classified  as  what  is  referred  to  in  the  Federal 
Energy  Regulatory  Commission  Uniform  System  of 
Accounts  as  "contributions  in  aid  of  construction", 
Depreciation  of  assets  financed  in  this  manner 
could  therefore  be  excluded  from  future  toll 
revenue  requirements  if  that  were  deemed  appro- 
priate . 

4.  The  surcharge  should  be  clearly  tied  to  specific 
project( s  ) . 

5.  Imposition  of  the  surcharge  should  expire  when 
the  budget  amount  for  the  related  project(s) 
has  been  collected  from  rate  payers. 

6.  Any  amounts  not  expended  for  such  approved  pro- 
ject(s)  should  be  refunded  to  rate  payers  through 
a  prospective  reduction  in  toll  rates. 


Major  Canal  improvements,  on  the  other  hand,  would 
require  substantial  amounts  of  "front-end"  capital  in  a  compact 
time  frame  such  that  it  would  not  likely  be  available  from  Canal 
tolls.   In  such  circumstances  the  Commission  would  have  to  seek 
financing  from  outside  sources  in  the  form  of  loans  from  the  host 
and/or  user  countries  or  from  international  financial  organizations 
such  as  the  World  Bank.   The  borrowing  authority  provided  by 
S.10A2      is  an  example  of  a  source  of  outside  capital.   In  any 


399 


case,  the  disciplines  of  external  capital  markets  could  be 
brought  to  bear  on  the  deliberations  on  the  relative  merits 
of  a  proposed  major  Canal  expansion  or  improvement. 

Conclusion 

In  closing,  I  would  like  to  correlate  for  you  the 
objectives  of  financial  viability  for,  and  sufficient  control 
over,  the  Commission.   In  my  mind,  the  most  successful  controls 
will  be  those  which  promote  self-sufficiency.   A  self-sufficient 
Commission  would  clearly  achieve  the  objectives  of  financial 
viability.   Self-sufficiency  implies,  however,  sufficient  flexi- 
bility to  adapt  to  change  which  in  turn  means  less  than  absolute 
controls  exerted  over  action  alternatives.   The  dilemma  cur- 
rently facing  you  in  this  regard  is  analogous  to  a  rhetorical 
question  of  how  safe  should  airplanes  be?   Obviously,  the  safest 
airplane  is  one  that  does  not  fly.   Such  an  aircraft  would,  how- 
ever, provide  a  very  poor  means  of  transportation. 

In  any  event,  both  management  and  the  Congress  will 
need  a  thermometer  with  which  to  measure  the  degree  of  the 
Commission's  success  in  achieving  financial  viability.   The 
thermometer  I  envision  would  be  one  which  relates  the  Commission's 
ability  to  maintain  the  permanent  capital  base  entrusted  to  it 
under  the  Treaty  and  implementing  legislation  through  maintenance 
of  at  least  constant  Canal  service  capacity.   Annual  results  in 
this  regard  would  be  measured  in  conformity  with  the  enterprise 
accounting  concept  which  should  also  be  used  to  determine  toll 
revenue  requirements  and  contingent  obligations  to  the  Republic 
of  Panama  under  Treaty  Article  XIIlC4-)o. 

Thank  you,  Mr.  Chairman.   I'd  be  happy  to  answer  any 
questions  you  might  have. 
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Senator  Levin.  "We  will  now  be  in  recess  until  1 :30. 

Are  you  going  to  be  back  anyway,  or  would  you  otherwise  be  avail- 
able by  phone  if  other  members  of  the  committee  wish  to  address 
questions  to  you  ? 

Mr.  KujAWA.  I  can  be  back  about  1 :30  for  a  brief  time,  about  an 
hour  or  so,  and  I  certainly  would  be  available  by  phone. 

Senator  Levin.  That  would  be  fine. 

We  will  proceed  at  1 :30,  if  there  are  other  members  who  have 
questions. 

[Questions  with  answers  supplied  follow :] 

Questions  Submitted  by  Senator  Strom  Thurmond  ;  Answers   Supplied  by 

Leonard  J.  Kujawa 

Question.  Mr.  Knjawa,  if  the  Congress  should  go  to  the  appropriated  fund 
agency  proposal,  how  long  would  it  take  to  establish  such  procdures? 

Answer.  It  is  my  estimate  that  in  order  to  properly  accomplish  such  a  change 
it  would  take  four  to  six  years  to  develop  the  necessary  financial  management 
systems  and  procedures.  The  shorter  the  period  of  time  in  which  this  work  is 
done,  the  more  costly  the  program.  In  the  four  to  six  year  time  frame  I  would 
estimate  incremental  costs  to  the  Canal  enterprise  of  approximately  $5  million. 
For  further  details  in  this  regard  see  "The  Cost  of  Reversion"  Section  of  the 
prepared  statement  I  submitted  for  the  record  of  the  Armed  Services  Committee 
proceedings  on  June  27,  1979. 

Question.  "What  would  be  the  approximate  cost? 

Answer.  See  answer  to  previous  question. 

Question.  Would  you  recommend  continuing  the  present  corporate  agency  sys- 
tem until  this  conversion  could  be  accomplished  without  disruption  of  the  Canal 
operation? 

Answer.  While  I  do  not  favor  a  reversion  to  the  appropriated  fund  agency  form. 
I  would  at  a  minimum  recommend  continuing  the  present  system  until  an  orderly 
conversion  could  be  accomplished. 

Question.  In  your  statement  you  said,  "Unquestionably  the  House  Bill  provides 
for  potentially  greater  control."  Could  you  briefly  explain  why  this  is  so? 

Answer.  The  House  Bill  would  implement  appropriations  control  by  Congress. 
The  level  of  appropriation  detail  would  dictate  the  degree  of  control  Congress 
would  exercise  over  the  Canal  enterprise.  The  more  detailed  the  Panama  Canal's 
appropriations,  the  greater  the  potential  for  control  by  Congress.  However,  this 
control  would  have  its  cost  in  the  form  of  reduced  flexibility  on  the  part  of  the 
Commission  to  adapt  to  changes  in  its  economic  environment.  With  extremely 
detailed  appropriations,  Canal  managers  would  have  little  managerial  discretion. 
Thus  the  principal  difference  in  Congressional  control  between  the  corporate  and 
appropriated  agency  forms  lies  in  the  financial  and  accounting  ramifications  of 
the  appropriations  process. 

Question.  Arguments  have  been  made  that  the  corporate  approach  provides 
controls  equal  to  that  of  the  appropriated  fund  approach.  What  is  the  basis  for 
such  arguments? 

Answer.  In  my  opinion,  unless  the  prognosis  for  the  future  of  the  Panama 
Canal  Commission  is  financial  disaster,  the  corporate  approach  would  provide 
superior  control  principally  because  the  objective  of  the  corjwrate  approach  is 
financial  viability,  that  is,  the  self-financing  of  all  expenditures.  Since  the  finan- 
cial history  of  the  current  Canal  organization  is  one  of  financial  success,  I  would 
say  that  at  least  in  the  short  term  the  Commission  should  be  given  the  opportunity 
to  continue  in  the  Company's  footsteps.  If  it  proves  unsuccessful,  a  reversion  to 
the  appropriated  fund  agency  form  could  be  accomplishe<l  at  a  later  date. 

Notwithstanding  the  above,  controls  inherent  in  the  corporate  form,  under  the 
Corporation  Control  Act  of  194.5.  include  budgetary  review  and  approval  by 
OMB,  budget  program  approvals  by  the  Appropriations  Committees  of  Congress 
and  periodic  financial  reporting  with  audit  by  the  General  Accounting  OflUce. 
In  addition,  in  the  case  of  the  Panama  Canal  Company,  its  enabling  legislation 
requires  that  tolls  be  set  to  recover  all  costs.  The  tolls-sotting  process  itself  thus 
has  not  only  promoted  the  Company's  financial  vitality  but  has  provided  control 
because  it  has  exposed  the  Canal's  financial  affairs  to  the  sunshine  of  outside 
scrutiny.  Suggestions  for  additional  controls  under  the  corporate  agency  form 
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are  set  forth  in  the  prepared  statement  I  submitted  for  the  record  on  June  27, 

1979. 

Question.  Mr.  Kujawa,  on  page  16  of  your  statement  you  suggest  a  public 
reporting  provision  be  included  in  the  implementing  legislation.  Is  this  necessary 
for  cost  incurrence  to  come  under  scrutiny? 

Answer.  While  the  cost  incurrence  of  the  Canal  enterprise  is  currently  subject 
to  Congressional  and  GAO  scrutiny,  there  is  no  requirement  for  public  reporting 
and,  therefore,  no  requirement  that  cost  incurrence  be  scrutinized  by  those  who 
pay  for  such  costs,  i.e.,  the  toll  payers.  In  my  opinion,  such  a  public  reporting 
provision  would  be  consistent  with  that  followed  by  all  publicly  held  U.S. 
corporations. 

Question.  Explain  your  opinion  that  neither  Bill  provides  detailed  specific 
standards  regarding  the  method  of  justifying  rate  changes. 

Answer.  Currently  there  is  no  requirement  as  to  the  form  of  any  proposal  to 
increase  or  otherwise  change  rates  of  toll.  In  the  vast  majority  of  U.S.  rate- 
regulated  jurisdictions  there  are  numerous  such  requirements  including  a  bridge 
from  actual  recent  results  of  operations  to  those  expected  to  be  realized  upon 
implementation  of  the  rate  change  in  question.  In  the  case  of  the  Panama  Canal, 
this  would  include  among  other  things  requirements  for  actual  and  projected 
financial  and  Canal  traffic  data  and  analyses  of  projected  changes  in  financial 
results  in  the  various  functional  areas  of  operation.  At  the  present  time  there 
is  no  legislative  guidance  in  this  regard. 

Question.  Why  would  an  adoption  of  policy  by  Congress  that  the  appropriated 
fund  agency  be  self-sustaining  be  less  effective  than  under  the  corporate  agency 
approach  ? 

Answer.  The  definition  of  what  constitutes  self-sufficiency  is,  to  me,  inherently 
different  for  an  appropriated  fund  agency  than  for  a  corporate  agency.  In  the 
case  of  the  corporate  agency,  the  definition  can  relate  to  the  long  term,  such  as 
it  was  for  the  Panama  Canal  Company.  Thus  the  charge  to  management  via 
legislation  can  be  that  "tolls  shall  be  set  to  recover  as  nearly  as  practicable  all 
costs"  and  that  the  effect  of  good  years  can  be  used  to  offset  the  negative  impact 
of  bad  years.  Fluctuating  results  of  financial  operations  for  a  business  enterprise 
such  as  the  Panama  Canal  can  be  anticipated  and  managed  so  that  optimal  long- 
term  results  are  achieved. 

For  the  appropriated  fund  agency  form,  self-sufficiency  can  be  defined  by  the 
nature  of  the  organizational  form  in  a  manner  comparable  to  the  Rudd  Amend- 
ment to  H.R.  111.  In  that  case  the  requirement  is  that  revenues  each  year  equal 
expenditures  each  year.  This  annual  requirement  that  cash  expenditures  and 
revenues  must  be  equal  is  an  impossible  restriction  on  the  management  of  a 
business  enterprise. 

Question.  On  page  25  of  your  statement,  you  take  the  position  that  the  Com- 
mission could  not  be  said  to  have  realized  a  surplus  under  Treaty  Article 
XIII  (4)  (c)  unless  it  had  at  least  recovered  all  of  its  annual  costs,  including 
a  suflSeient  amount  of  capital  to  maintain  service  capacity.  Would  you  elaborate 
on  this  point? 

Answer.  For  the  Panama  Canal  Commission,  the  question  of  whether  over 
time  an  item  of  plant  and  equipment  will  require  replacement  to  maintain 
consistent  service  will  be  of  significance.  The  Commission  needs  to  recognize, 
through  the  accounting  process,  those  items  of  plant  and  equipment  that  are 
being  consumed  in  operations  which  ultimately  require  replacement.  If  Treaty 
Article  XTII  (4)  (c)  were  brought  to  bear  prior  to  a  suflScient  provision  for  capital 
maintenance,  the  Commission  would,  in  a  short  term,  become  financially  non- 
viable because  its  ability  to  render  service  as  needed  would  deteriorate.  These 
are  not  just  bookkeeping  niceties;  the  Commission's  financial  reporting  should 
have  meaning  and  significance  to  the  Congress,  to  the  Republic  of  Panama  and 
to  the  Canal  users.  Its  financial  statements  should  communicate  whether  the 
enterprise  is  maintaining  its  financial  viability  or  whether  it  is  in  financial 
diflBculty.  In  my  opinion,  the  Commission  thus  could  realize  a  profit  or  surplus 
only  if  tolls  exceeded  all  of  its  costs  including  the  aforementioned  consumption 
of  capital  necessary  to  sustain  itself.  This  capital  consumption  would  be  properly 
measured  under  the  legislative  authority  I  have  suggested  in  my  prepared 
statement. 

f Wliereupon,  at  12 :40  p.m.,  the  hearine;  was  recessed,  the  committee 
to  reconvene  at  1 :30  p.m.  of  the  same  day.] 
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AFTERNOON    SESSION 


The  committee  met,  pursuant  to  notice,  at  1 :40  p.m.  in  room  1224 
Dirksen  Senate  Office  Building,  Hon.  Carl  Levin  presiding. 

Present:  Senators  Levin  and  Exon. 

Also  present :  John  C.  Roberts,  general  counsel ;  Phyllis  A.  Bacon, 
assistant  chief  clerk;  Edward  B.  Kennedy,  professional  staff  member; 
Doris  E.  Connor,  clerical  assistant;  Frank  Krebs,  assistant  to  Senator 
Cannon;  Greg  Pallas,  assistant  to  Senator  Exon;  and  David  Fitz- 
gerald, assistant  to  Senator  Humphrey. 

Senator  Levin.  The  committee  will  come  to  order. 

The  first  witness  this  afternoon  is  Senator  Russell  B.  Long,  of 
Louisiana,  one  of  everybody's  favorite  Senators. 

Senator  Long,  we  are  delighted  to  have  you  here. 

STATEMENT  OF  HON.  RUSSELL  B.  LONG,  A  U.S.  SENATOR  FROM  THE 

STATE  OF  LOUISIANA 

Senator  Long.  Thank  you  very  much,  Mr.  Chairman. 

Initially,  there  was  a  great  deal  of  concern  that  tlie  obligations  of 
the  Panama  Canal  Treaties  would  force  tolls  to  escalate  beyond  rea- 
sonable cost  recovery  levels.  Unwarranted  toll  increases  would  disrupt 
established  trade  patterns  and  force  cargo  to  be  diverted  to  other 
transportation  routes  and  methods.  Decline  in  traffic  through  the 
Panama  Canal  would  have  a  significant,  negative  impact  on  U.S.  ports 
and  our  maritime  industry,  particularly  in  the  gulf  and  Atlantic 
regions. 

During  the  Senate's  consideration  of  the  treaties,  I  offered  an  under- 
standing to  the  Neutrality  Treaty  to  attempt  to  insure  that  the  canal 
tolls  would  remain  reasonable  and  equitable.  This  understanding  sets 
forth  factors  which  must  be  considered  in  determining  the  toll  rates 
for  the  Panama  Canal.  The  Senate  passed  this  measure  by  a  voice  vote. 

The  Long  understanding  requires  that  five  factors  be  weighed  in 
any  consideration  to  change  toll  rates : 

( 1 )  The  costs  of  operating  and  maintaining  the  canal ; 

(2)  The  competitive  position  of  the  use  of  the  canal  in  relation 
to  other  means  of  transportation ; 

(3)  The  interests  of  the  United  States  and  Panama  in  maintain- 
ing their  domestic  fleets ; 

(4)  The  impact  of  such  an  adjustment  on  the  various  geo- 
graphic regions  of  the  United  States  and  Panama;  and 

(5)  The  interests  of  the  United  States  and  Panama  in  maxi- 
mizing their  international  commerce. 

Originally,  the  treaty  outlined  broad  principles  but  gave  very  little, 
if  any,  practical  guidance  to  the  Panama  Canal  Commission  and  the 
Government  of  Panama  about  the  criteria  to  be  established  in  deter- 
mining tolls.  Future  toll  rates  will  determine  the  economic  viability 
of  the  Panama  Canal  as  an  international  waterway.  It  was  crucial 
that  the  United  States  and  Panama  make  clear  the  factors  which  are 
important  in  setting  future  toll  rates. 

It  is  now  equally  important  that  these  same  factors  be  specifically 
written  into  the  implementing  legislation.  This  legislation  establishes 
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procedures  for  toll  setting  until  the  year  2000.  It  calls  for  a  series  of 
public  hearings  on  proposed  toll  changes. 

This  understanding  provides  the  necessary  framework  for  the  con- 
sideration of  future  toll  increases  by  specifying  the  important  con- 
cerns to  be  weighed. 

In  addition,  by  incorporating  these  factors  into  the  implementing 
legislation,  the  United  States  establishes  a  precedent  in  toll-setting 
policy  for  Panama  to  follow  after  they  assume  full  responsibility  for 
the  operation  of  the  canal. 

As  I  understand  it,  when  Panama  accepted  the  articles  of  ratifica- 
tion, implicit  in  that  was  that  they  agreed  to  the  understanding 
which  wc  \otcd  on  in  the  Senate. 

The  House  of  Representatives  included  these  factors  in  its  im- 
plementing legislation  last  week.  I  hope  the  Senate  will  do  likewise. 

Furthermore,  the  House  has  voted  to  eliminate  the  $10  million  con- 
tingency payment  from  the  toll  base,  and  I  believe  this  is  right.  I 
hope  very  much  that  this  committee  will  recommend  the  same. 

In  addition,  Mr.  Chainnan,  although  this  hearing  is  not  specifically 
concerned  with  the  subject  of  a  second  canal  across  Central  America, 
I  do  wish  to  make  one  point.  There  is  no  question  that  the  existence  of  a 
second  canal,  or  even  the  serious  consideration  of  construction  of  a 
second  canal,  would  have  a  significant  influence  on  the  future  pattern 
of  Panama  Canal  tolls.  I  happen  to  believe  that  this  potentially  com- 
petitive factor  would  help  to  maintain  tolls  at  -a  reasonable  level. 

Furthermore,  I  am  very  much  concerned  about  the  fact  that  the 
existing  canal  is  becoming  increasingly  obsolete  and  will  have  to  be 
replaced  by  a  second  canal.  There  is  a  declining  percentage  of  the 
world's  fleet  able  to  pass  through  the  present  canal.  Some  estimates 
indicate  that  less  than  10  percent  of  the  world's  tonnage  will  be  able  to 
traverse  the  Panama  Canal  by  the  year  2000. 

The  possibility  of  an  alternate  sea-level  canal  was  discussed  during 
the  consideration  of  a  treaty.  I  introduced  a  reservation  to  the  Panama 
Canal  Treaty  that  eliminated  the  need  to  obtain  Panama's  consent 
before  the  United  States  could  negotiate  with  any  other  country  to 
construct  an  alternate  sea-level  canal. 

The  Senate  passed  this  reservation  to  insure  that  the  United  States 
would  keep  its  options  open  with  regard  to  an  alternative.  It  may  take 
more  than  a  decade  to  adequately  study  and  construct  a  new  canal. 
Now  is  the  time  to  begin  considering  that  option. 

We  should  undertake  a  comprehensive  study  to  determine  the  envi- 
ronmental, engineering,  and  economic  feasibility  of  building  this  alter- 
native. Senator  Gravel,  of  Alaska,  has  proposed  legislation  to  author- 
ize such  a  comprehensive  study,  and  I  support  his  efforts. 

Mr.  Cliairman,  I  thank  the  committee  and  you  for  the  opportunity 
to  appear.  This  afternoon,  the  North  Atlantic,  South  Atlantic,  and 
Gulf  Ports  Associations,  including  the  Port  of  New  Orleans,  will  sub- 
mit to  this  committee  further  testimonv  on  the  question  of  tolls  and 
various  other  issues  relating  to  this  legislation. 

Thank  you  very  much. 

Senator  Levin.  Thank  you,  Senator  Long. 

Senator  Gravel  was  here  this  mornins:  and  already  addressed  himself 
to  the  alternative  canal  question,  to  the  sea-level  canal  question.  We 


404 

look  forward  to  hearing  the  testimony  of  the  other  persons  whom  you 
mentioned. 

Thank  you  very  much  for  coming  by. 

Senator  Long.  It  was  my  pleasure. 

Senator  Levin.  Our  next  witness  will  be  J.  Kemieth  Fasick,  Director 
of  the  International  Division  of  the  General  Accounting  Office. 

Welcome  to  the  committee,  Mr.  Fasick. 

STATEMENT  OF  J.  KENNETH  FASICK,  DIRECTOR,  INTERNATIONAL 
DIVISION,  GENERAL  ACCOUNTING  OFFICE,  ACCOMPANIED  BY 
FRANK  ZAPPACOSTA,  ASSISTANT  DIRECTOR,  ACCOUNTING  AND 
FINANCIAL  REVIEWS;  AND  HENRY  AVALOS,  TEAM  LEADER 

Mr.  Fasick.  Thank  you,  Mr.  Chairman. 

I  have  with  me  two  colleagues.  To  my  left  is  Frank  Zappa<;osta, 
Assistant  Director  of  our  International  Division.  To  my  right  is 
Henry  Avalos,  who  is  a  project  or  team  leader  for  our  studies  in 
Panama  for  the  past  3  or  4  years. 

Senator  Levin.  Mr.  Fasick,  let  me  mention  to  Mr.  Kujawa,  who 
is  still  here,  that  there  are  no  other  members  of  this  committee  who 
are  here  now.  I  think  it  is  fair  to  say  that  you  are  free  to  leave,  if 
you  wish. 

In  fairness  to  them  I  asked  that  you  be  here  at  1 :30  p.m.  in  case 
any  of  them  were  here  to  ask  you  questions.  LTnless  you  would  like 
to  stay,  you  are  free  to  leave.  Of  course,  we  would  be  delighted  to 
have  you  remain,  if  you  wish. 

Mr.  Fasick,  forgive  the  interruption.  Please  proceed  with  your 
statement. 

Mr.  Fasick.  Thank  you,  Mr.  Chairman. 

We  are  pleased  to  appear  before  you  today  to  discuss  the  opera- 
tional and  financial  issues  involved  in  the  implementation  of  the 
Panama  Canal  Treaty  of  1977.  In  the  22  months  since  the  signing  of 
the  treaty,  there  has  been  an  extensive  analysis  and  useful  debate 
over  these  issues.  As  the  Comptroller  General  said  to  this  committee 
on  February  1,  1978: 

We  believe  that  the  treaty  implementing  legislation  is  the  key  determinant  of 
the   financial  viability   of   the   proposed   Panama   Canal   Commission. 

With  this  in  mind,  we  recently  issued  a  statf  study  which  provides 
an  information  source  and  data  base  on  most  of  the  critical  issues. 
Our  study,  "Background  Information  Bearing  TTpon  Panama  Canal 
Treaty  Implementing  Legislation,''  was  dated  June  4,  1979,  and  has 
been  provided  to  every  Member  of  Congress.  Today,  we  would  like 
to  summarize  the  infoiTnation  in  this  study  and  give  the  committee 
a  chance  to  ask  us  questions. 

Last  Thursday,  the  House  passed  H.R.  Ill,  which  provides  that 
the  new  Panama  Canal  Commission  will  be  an  appropria*^ed  funds 
agency  of  the  U.S.  Government.  The  administration's  proposal,  S. 
1024,  which  you  are  considering,  would  continue  the  Commission  as 
a  corporate  entity. 

We  and  the  Panama  Canal  Company  have  testified  that  the  Com- 
mission could  operate  either  as  an  appropriated  funds  agency  or  as 
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a  corporate  type  organization.  There  would,  however,  be  an  addi- 
tional administrative  burden  and  loss  of  management  flexibility 
involved  in  a  change  from  the  Company's  present  corporate  form  of 
organization. 

Historically,  Congress  has  incorporated  Government  corporations 
or  agencies  which  function  primarily  as  commercial  or  business-type 
entities.  This  policy  was  confirmed  by  the  1947  Hoover  Commission 
on  the  organization  of  the  executive  branch,  which  made  a  Govern- 
mentwide  study  and  recommended  that  agencies  with  "straight  line 
business  activities  be  incorporated  so  as  to  secure  greater  flexibility 
in  management  and  simpler  accounting,  budgeting,  and  auditing 
methods." 

This  position  is  also  in  line  with  a  1950  Bureau  of  the  Budget  posi- 
tion that  the  financial  controls  generally  applicable  to  Government- 
type  programs,  such  as  civil  government,  health,  and  sanitation,  were 
not  appropriate  for  programs  which  were  essentially  business  opera- 
tions. The  Bureau  noted  that  the  operation  of  the  canal  was  a  business 
which  produced  revenue,  was  expected  to  be  self-sustaining,  and 
required  considerable  operating  flexibility. 

It  concluded  that  the  busiiness-type  budgeting,  accounting,  and 
auditing  provisions  of  the  Government  Corporation  Control  Act 
were  more  appropriate  for  operating  the  canal  than  were  the  provi- 
sions of  the  Budget  and  Accounting  Act  of  1921,  under  which  the 
canal  organizatioai  was  then  operating. 

We  concurred  in  this  conclusion,  because  we  had  found  that  the 
accounting  system  at  that  time  was  inadequate  for  determining  and 
presenting  revenues,  costs,  and  expenses  and  net  profits  or  losses. 

The  Government  Corporation  Control  Act  brings  Government 
corporations  and  their  transactions  and  operations  under  annual 
scrutiny  by  the  Congress  and  provides  current  financial  control  over 
them.  Incorporation  of  the  Commission  would,  therefore,  be  consist- 
ent with  past  congressional  policies. 

The  intent  of  an  appropriated  funds  agency  is  to  provide  tax  sup- 
ported Government  services;  its  primary  financial  responsibility  is 
to  control  the  disbursement  of  U.S.  Treasury  funds  within  the  statu- 
tory limitatdons  established  by  the  Congress. 

In  this  sense,  agency  activities  financed  by  annual  appropriations 
are  subject  to  greater  control.  The  agency's  financial  statements  are 
not  intended  to  show  whether  it  is  being  operated  at  a  profit  or  loss, 
only  the  financial  measurement  of  its  activities. 

As  an  appropriated  funds  agency,  as  required  by  H.R.  Ill,  the 
Commission  would  be  required  not  only  to  maintain  the  business-type 
accounting  system  required  by  Government  corporations,  but  also  to 
adhere  to  the  ])olicies  and  procedures  for  Government  accounting  pre- 
scribed in  the  Accounting  and  Auditing  Act  of  1950. 

Under  this  change,  the  Commission  would  have  to  develop  an  ac- 
counting system  which  would  conform  with  the  principles,  standards, 
and  related  requirements  prescribed  by  the  Comptroller  General  for 
executive  agencies.  This  svstem  would  include  a  series  of  accounts  not 
now  maintained  by  the  Panama  Canal  Company,  such  as  appropria- 
tion, allotment,  and  obligation  accounts.  According  to  the  Company, 
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the  result  would  be  the  necessity  to  maintain  two  sets  of  books — one 
for  appropriated-fund  accounting  and  a  second  for  accmal-type  profit 
and  loss  accounting. 

The  supplemental  set  of  books  required  for  appropriate-fund  ac- 
counting would  create  an  additional  administrative  burden  for  the 
Commission.  At  this  time,  there  is  no  estimate  of  the  additional  cost 
of  maintaining  a  supplemental  set  of  books.  But  I  might  point  out 
here  that  we  think  it  would  be  considerable,  when  you  have  the  com- 
plex nature  of  the  Panama  Canal  operation. 

For  additional  points  of  comparison  between  Government  corpora- 
tions and  appropriated-fund  agencies,  we  refer  you  to  an  excerpt  from 
our  staff  study  which  is  attached  as  appendix  I  to  this  statement. 

As  a  final  note,  we  would  like  to  repeat  from  the  Comptroller  Gen- 
eral's statement  last  February  before  the  House  Panama  Canal  Sub- 
committee that  in  our  opinion:  "The  successful  operation  of  the 
Panama  Canal  Company  since  the  1950  legislative  changes  has  demon- 
strated the  appropriateness  of  the  corporate  form  of  organization." 

We  wish  to  emphasize,  however,  that  either  form  of  organization 
would  bo  workable. 

Last  year,  when  Mr.  Staats  testified  before  you,  he  discussed  some  of 
the  proi3lems  to  be  addressed  in  the  transfer  of  property  and  activities 
to  the  Republic  of  Panama.  Our  principal  concern  has  been  that,  as 
required  by  the  treaty,  the  transfer  be  orderly  and  assure  continued 
efficient  operation  of  the  canal. 

During  the  past  year,  the  U.S.  Government  and  the  Government 
of  Panama  have  established  the  necessary  organizational  structures 
and  mechanisms  to  carry  out  the  transfer.  They  have  made  consider- 
able progress  toward  meeting  the  October  1,  1979,  deadline. 

The  principal  organizations  responsible  for  implementation  are 
the  Embassy,  the  canal  enterprise  and  the  Department  of  Defense 
agencies  on  the  U.S.  side,  and,  for  Panama,  the  newly  established 
Panama  Canal  Authority  and  the  Panama  National  Guard. 

Formal  planning  sessions  between  the  canal  enterprise  and  the  Gov- 
ernment of  Panama  began  in  early  1978,  and,  to  accomplish  treaty 
implementation,  they  have  fomied  28  joint  subcommittees  and  an  ad 
hoc  financial  group,  all  subordinate  to  a  binational  working  group. 

Subcommittees  are  cochaired  by  Government  of  Panama  and  canal 
enterprise  representatives,  and,  although  primarily  made  up  of  their 
officials,  each  subcommittee  has  an  observer  from  the  U.S.  mission  and 
the  U.S.  Southern  Command.  These  joint  committees  are  responsible 
for  preparing  initial  collaboration  between  the  two  countries  before 
entry  into  force  of  the  treaty,  including  developing  objectives  and 
work  programs  and  identifying  alternative  implementation  actions. 

For  the  military  aspects  of  treaty  implementation,  the  U.S.  South- 
ern Command  has  established  a  joint  working  committee,  which  is 
analogous  to  the  canal  enterprise's  binational  working  group,  and  11 
subcommittees  responsible  for  27  treaty  implementation  activities  or 
issues. 

The  Panama  Canal  Authority  is  the  primarv  Panamanian  organiza- 
tion for  carrying  out  treaty  implementation.  It  exercises  all  functions 
and  responsibilities  designated  by  Panamanian  law.  Canal  Authority 
regulations,  and  regulations  authorized  by  its  executive  committees. 
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Rather  than  repeat  the  details  of  the  property  and  activity  transfers, 
which  are  discussed  in  our  staff  study,  we  would  like  to  assure  you  that 
we  are  closely  monitoring  the  situation  and  in  our  future  audit  reports 
wo  will  report  on  the  pi-operty  transfers  to  Panama. 

I  might  observe  that  this  is  a  very  impressive  and  a  very  complex 
oi-ganizational  arrangement  that  our  agencies  in  Panama  have  worked 
out  with  the  Panamanians.  I  think  they  are  to  be  complimented  on 
the  excellent  job  they  have  done  to  date. 

Senator  Levin.  Mr.  Fasick,  if  I  might  interrupt  you  for  a  moment, 

1  have  an  urgent  telephone  call  which  I  must  take.  Let  me  call  a 

2  minute  recess. 

[A  brief  recess  was  taken.] 

Senator  Levin.  Thank  you  for  waiting,  Mr.  Fasick.  I  am  sorry  for 
the  interruption. 

Mr.  Fasick.  In  previous  testimony,  we  referred  to  the  Government 
of  Panama's  debts  to  the  Canal  Organization  for  past  services.  As 
of  February  28,  1079.  accounts  receivable  from  the  Government  of 
Panama  totaled  about  $9.2  million,  of  which  about  $8.7  million  was 
delinquent.  We  testified  that  these  debts  should  be  resolved,  either 
through  a  lump  sum  payment  or  as  an  offset  to  treaty  specified  pay- 
ments to  Panama. 

Earlier  this  year,  the  Canal  Organization  and  the  U.S.  Embassy 
obtained  an  oral  acknowledgment  from  the  Government  of  Panama 
of  the  total  delinquent  debt.  The  U.S.  Embassy  was  working  on  for- 
malizing payment  arrangements  through  an  exchange  of  notes  with 
Panama.  It  was  expected  that  the  payment  of  delinquent  debts  would 
be  made  directly  over  a  3-year  period  or  as  an  offset  to  payments  to 
Panama. 

As  we  understand  it,  H.R.  Ill,  as  passed  by  the  House,  requires 
settlement  of  these  debts  prior  to  October  1, 1979.  The  administration's 
liill,  S.  1024,  is  silent  on  repayment  of  these  debts.  Expedient  resolu- 
tion of  these  debts  is  obviously  preferable  to  extending  repayments 
over  3  years.  From  an  accounting  standpoint,  repayment  before  Oc- 
tober 1  would  also  avoid  potential  conflict  on  whether  revenues  from 
past  Panamanian  debts  would  enter  into  the  calculation  of  the  $10 
million  contingent  surplus  payment  to  Panama  which  is  provided 
for  in  the  treaty. 

The  Panama  Canal  Commission  is  required  to  reimburse  the  Gov- 
ernment of  Panama  for  costs  incurred  in  providing  certain  treaty 
specified  public  services.  To  relate  the  payments  to  the  actual  costs 
incurred,  the  Canal  Organization  has  developed  draft  procedures 
providing  a  method  for  verifying  the  costs  and  providing  guidance 
to  joint  subcommittees  for  developing  Avorking  agreements  govern- 
ing the  provisions  of  the  specified  services  and  assuring  that  the  work- 
ing agreements  and  the  cost  reporting  system  are  compatible. 

The  procedures  are  reviewed  and  modified  by  Canal  Organization 
officials.  These  procedures  recommend  that  two  general  principles  be 
followed  in  verifying  the  costs  of  the  public  services  to  be  provided, 
regardless  of  the  particular  cost  element  in  question. 

One,  the  actual  costs  incurred  in  providing  the  services  should  be 
recorded  in  the  accounts  and  reported  to  the  Commission  as  the  cost 
of  service.  Two,  when  the  assignment  of  actual  cost  is  not  possible 
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or  practical,  there  should  be  agreement  in  advance  of  a  jointly  deter- 
mined metliod  of  allocating  costs  that  most  nearly  reflects  the  actual 
costs  of  providing  the  service. 

The  rationale  for  these  principles  is  that  it  is  in  the  best  interest  of 
both  the  Commission  and  Panama  that  every  effort  be  made  to  plan 
work  situations  and  agreements  so  as  to  permit  actual  costing  of  the 
service.  In  any  event,  the  methods  to  be  used  in  verifying  allowable 
costs  to  the  Commission  should  be  mutually  agreed  upon  in  advance 
by  both  parties  and  contained  in  plans  in  sufficient  detail  to  assure 
that  the  handling  of  all  facets  of  costs  to  be  incurred  is  fully  under- 
stood and  acceptable. 

These  draft  procedures  also  recommend  that  Panama  prepare  a 
monthly  report  detailing  the  costs  incurred  during  that  month  in  pro- 
viding the  specified  public  services  to  the  Commission.  The  report's 
correctness  is  to  be  certified  by  an  appropriate  Panamanian  official  and 
will  be  used  by  both  parties  to  evaluate  results. 

Four  joint  subcommittees  are  responsible  for  the  treaty  specified 
public  services  to  be  provided  by  the  Government  of  Panama.  These 
are  garbage  and  trash  collection  and  street  cleaning;  roads  and  streets; 
police ;  and  fire  protection. 

The  subcommittees,  composed  of  United  States  and  Panamanian  rep- 
resentatives, are  responsible  for  developing  plans  governing  the  qual- 
ity of  services  to  be  provided,  standards  of  work  performance,  and  veri- 
fication of  services  received.  The  subcommittees  also  coordinate  actions 
to  be  taken  by  both  countries  in  preparation  for  implementation  of 
the  treaty  until  its  enti-y  into  force.  The  plans  are  submitted  to  a  bi- 
national  working  group  as  recommendations,  and,  upon  its  approval, 
the  final  plans  and  schedules  are  forwarded  for  formal  approval  to  the 
coordinating  committee.  The  committee  becomes  operational  upon 
entry  into  force  of  the  treaty. 

H.R.  Ill  provides  that  all  payments  to  Panama,  except  the  $10 
million  contingent  surplus  payment,  will  be  made  monthly  from  ap- 
propriations for  such  purposes.  There  is  no  provision  in  the  adminis- 
tration's bill  for  the  frequency  of  payments.  With  respect  to  payments 
for  public  services.  H.R.  Ill  requires  that  GAO  annually  audit  these 
payments.  This,  Mr.  Chairman,  may  be  why  we  are  dwelling  on  it  so 
much.  This  would  be  a  new  and  an  additional  responsibility  placed 
upon  the  General  Accounting  Office. 

The  legislation  incorporates,  as  we  suggested  in  previous  testimony, 
understanding  No.  1  to  the  treaty.  This  underetanding  provides  a 
mechanism  for  establishing  the  quality  of  public  services  to  be  pro- 
vided by  Panama  and  a  procedure  for  relating  payments  to  actual 
costs. 

Considerable  time  and  effort  have  jrone  into  projecting  the  financial 
viability  of  the  Panama  Canal  Commission.  In  our  staff  study,  we 
discussed  the  Panama  Canal  Companv's  toll  study  which  was  com- 
pleted in  March  of  this  vear.  Tliis  study  estimated  thnt  a  toll  rate  in- 
crease of  21.8  percent,  effective  October  1,  1979,  would  be  required  to 
cover  projected  toll  revenue  deficiencies  in  fiscal  vears  1980,  1981,  and 
1982. 

Thr  study  assumed  that  interest  rayments  on  the  US.  investment 
w^ould  continue  to  be  required  and,  therefore,  included  these  payments 
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in  the  toll  base.  Liability  for  early  retirement  costs  was  not  included 
in  the  calculations,  but  the  Company  roughly  estimated  a  toll-rate  in- 
crease ol'  35  percent  would  be  required  if  these  costs  and  interest  were 
both  included. 

As  passed  by  the  House,  H.R.  Ill  would  make  the  Panama  Canal 
Commission  liable  for  the  unfunded  costs  of  early  retirements.  There 
is  no  comparable  provision  in  the  administration's  bill. 

Frankly,  until  final  enactment  of  the  treaty  implementing  legisla- 
tion, the  total  costs  that  the  Commission  will  have  to  recover  are  not 
known.  Therefore,  the  extent  to  which  toll  rates  will  have  to  be  in- 
creased cannot,  in  our  opinion,  be  accurately  projected. 

As  an  illustration  of  the  importance  of  implementing  legislation, 
H.R.  Ill  provides  authority  for  a  toll  surcharge  on  transiting  cargo 
originating  or  destined  for  countries  other  than  the  United  States  or 
Panama.  The  purpose  of  the  surcharge  would  be  to  recover  costs  for 
interest,  depreciation,  and  capital  for  plant  replacement,  expansion, 
and  improvement. 

According  to  its  sponsor,  Congressman  Treen,  this  provision  would 
authorize  the  Commission  to  separate  operational  and  capital  costs 
in  the  rate  structure  and  establish  two  sets  of  toll  rates  based  on  the 
origin  or  destination  of  cargo  passing  through  the  canal. 

Congressman  Treen  estimated  that  the  fiscal  year  1980  operation 
costs  per  ton  of  cargo  would  be  $1.34  and  the  capital  cost  would  be 
32  cents  per  ton.  Cargo  originating  in  or  destined  for  the  United 
States  or  Panama  could  be  exempted  from  the  capital  surcharge  and 
would  be  charged  the  $1.34  per  ton  rate.  "Foreign"  cargo  would  be 
charged  an  estimated  toll  rate  of  $1.81  to  cover  the  entire  capital 
costs. 

We  have  not  analyzed  the  implications  of  the  capital  surcharge 
provision,  but  it  is  apparent  that  such  a  provision  could  have  a  sig- 
nificant effect  on  future  toll  rates.  I  might  mention  that  there  might 
probably  be  some  other  considerations  that  would  concern  the  other 
customers  of  the  canal,  other  than  the  United  States  and  Panama, 
touching  on  a  most-favored  customer  or  a  most-favored-nation  type 
of  treatment. 

Treaty  related  costs,  other  than  those  specified  payments  to  Pan- 
ama, have  received  a  significant  amount  of  attention. 

Appendix  II  to  this  statement  lists  the  costs  which  are  discussed 
in  greater  detail  in  our  staff  study.  These  costs  would  vary  over  time 
because  some  are  one-time  costs  and  others  are  expected  to  occur  over 
the  life  of  the  treaty. 

The  net  amount  of  these  other  treaty -related  costs  is  estimated  at 
$1,009.7  million;  $344.7  million  of  these  costs  would  be  recovered 
through  tolls,  and  about  $663.7  million  would  require  appropriations. 

We  should  add  the  caveat  to  this  list  of  costs  that  the  costs  are 
estimates  and  subject  to  continual  refinement,  as  I  know  you  gentle- 
men have  experienced. 

Sir,  that  completes  our  statement.  We  would  be  pleased  to  address 
any  questions  you  mav  have. 

[Appendixes  I  and  II  follow;  the  GAO  study  is  retained  in  the 
committee  files.] 
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APPENDIX  I 
Appropriated  agency  Corporation 

Strict  congressional  control  with  budgetary  Legal  form Legal  and  financial  autonomy  and  operating 

limitation.  flexibility  through  fund  reallocation. 

Treasury  funding  without  reference  to  income  Financing Sustained  by  its  own  operating  revenue. 

from  operations. 

Reflects  agency's  expenditures  within  budg-  Accounting Uses  standard  means  to  reflect  profit  and 

etary  limitations.  loss. 

Requires   congressional   approval   to   meet  Flexibility - Resources  may  be  reallocated  at  manage- 

emergency  reallocation  of  funds.  rtient    discretion    to    meet    unexpected 

demands. 

With  expenses  budgeted  annually  agency  has  Prudence IVIanagement  must  live  within  its  income. 

no  incentive  to  reduce  expenses  as  revenue 

declines. 

As  demand  for  services  increases  funds  are  Expansion As  demand  increases  added  revenue  is  avail- 
not  available  to  expand  the  scope  of  the  able  to  provide  additional  services. 

operation. 

Congress  may  be  politically  motivated  to  pro-  Balance Only  financially  justified  services  will  be 

vide  services  not  economically  justified  by  provided. 

operating  revenues.  ■■■.,.■„  ^ 

Capital  improvements  made  from  appropri-  Depreciation... Depreciation  included  in  toll  base  provides 

ated  funds  only.  funds   for    capital    improvements    from 

revenue. 

A  Federal  agency  may  be  sued Litigation.. A  corporation  may  sue  or  be  sued. 

Government  accounting  methods  when  ap-  Standardization Corporation     accounting     procedures     use 

plied  to  a  business  operation  may  be  sub-  standard,  generally  accepted  methods. 

ject  to  differing  interpretations. 

While  the  agency's  budget  may  be  balanced,  Accountability .IVIanagement  must  demonstrate   its   good 

profit  or  loss  must  be  shown  in  another  set  stewardship  in  standard  business  terms. 

of  books. 


APPENDIX  II 

SCHEDULE  OF  OTHER  TREATY-RELATED  COSTS  i 

[In  millions  of  dollars] 


Amount  Appropriations  Tolls 

I.  DOD  implementation: 

Fiscal  year  1979-84 277.0                277.0                        0 

Fiscal  year  1985— 1st  quarter,  fiscal  year  2000 480.0               480.0                       0 

Total 757. 0 757^0 0 

il.  DOD  and  FCC  personnel  actions: 

PCC  early  optional  retirement 2265.0                   0                     265.0 

FCC  potential  liability  for  interest  on  retirement  benefits 

transferred - 2.0                  0                       2.0 

DOD  nonappropriated  fund  employees  retirement 2.0                   2.0                     0 

PCC  leave  and  repatriation 10.0                  0                      10.0 

PCC  severance  pay 4.6                   0                        4.6 

PCC  general  and  administrative  expenses 1.8                  0                       1.8 

PCC  cost-of-living  allowance  (1985-89) 61.3                  0                     61.3 

Total - 346^7 2^0 344.7 

III.  Other  actions: 

PCC  residual  retailinventory 1.3                ^o                       0 

Embassy  consular  services 3.7                   3.7                     0 

DOS  joint  committee  expenses 3.8                   3.8                     0 

PCC  relocation  of  cemetary  remains 1-7                   1.7                     0 

DOD  relocation  of  cemetary  remains 1-5                    1.5                     0 

DOD  foreign  military  sales  reserve 5.0                  5.0 0^ 

Total 17.0                 15.7                    0 

Gross  amount  of  other  treaty-related  costs  (fiscal  year  1979-99)  1,120.7 774.7 344.7 

'V.  Less: 

Annuity  payments  to  GOP (36.0) 

FAA  operations  and  facilities (75.0) - - 

Total 111.0 m^O 0_ 

Net  amount  of  other  treaty-related  costs  (fiscal  year  1979-99).  1,009.7 <  663. 7 344.7 

'These  costs  could  vary  time  because  some  are  one-time  costs  and  others  are  expected  to  occur  over  the  life  of  the 
treaty. 

2  Estimate  costed  over  period  of  20  yr.  .              ,,    ^u     »l    »  »  ■ 

3  FCC  residual  retail  inventory  will  be  a  loss  to  the  PCC  and  should  not  affect  appropriations  or  tolls.  Thus  the  totals 
for  the  categories  do  not  add  up. 

<  These  costs  have  been  accrued  through  tolls.  However,  the  Congress  may  wish  to  legislate  the  action  needed  to  prevent 
this  from  becoming  a  taxpayer's  liability. 

Source:  Departments  of  State  and  Defense;  Office  of  Personnel  IVIanagement;  and  CZG/PCC. 
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Senator  Levin.  Thank  you  for  your  testimony. 

You  indicated  that  two  accounting  systems  would  cost  money  and 
that  it  would  be  a  considerable  amount.  Can  you  give  us  a  ball-park 
figure  of  that  amount  ? 

Mr.  Fasick.  Sir,  I  would  have  no  idea  on  how  to  estimate  it.  I  do 
believe,  though,  that  a  series  of  accounts  such  as  appropriation,  allot- 
ment, and  obligation  accounts,  and  the  detail  in  which  they  would 
have  to  be  set  up,  and  the  manner  in  which  they  would  have  to  be 
reported  because  of  the  internal  requirements  of  Government — to 
0MB,  et  cetera — would  be  substantial. 

Senator  Levin.  Can  you  give  us  an  idea  of  how  long  it  would  take 
to  implement  the  changeover  to  an  appropriated  agency,  if  this  were 
the  decision  of  the  Congress  ?  How  long  would  it  take  to  move  in  that 
direction  ? 

Mr.  Fasick.  Mr.  Zappacosta  can  better  address  your  question  than  I. 

Mr.  Zappacosta.  Mr.  Chairman,  actually  there  is  really  no  time 
frame  that  you  could  say,  but  it  would  take  a  considerable  amount  of 
time.  You  could  get  something,  some  semblance  of  the  system  together, 
possibly,  !:^y  the  time  the  treaty  goes  into  force.  But,  it  would  prob- 
ably have  lo  be  a  manual  type  of  operation  rather  than  a  refined  com- 
puter system.  You  may  not  have  all  of  the  infonnation  that  you 
require  to  actually  operate  it.  How  good  the  information  would  be  or 
whether  the  figures  would  be  firm  would  be  difficult  to  determine. 
From  an  auditing  standpoint,  it  would  be  difficult  on  us  because  of  the 
lack  of  certain  information. 

You  can  get  something,  but  it  would  be  somewhere  down  the  road — 
a  year  or  longer — ^befoTe  you  could  really  get  a  refined  system  which 
would  give  you  good  managerial  type  information  as  well  as  financial 
information  from  an  accounting  and  control  standpoint. 

Senator  Levin.  Thank  you. 

Mr.  Fasuk,  the  GAO  study  is  a  very  helpful  study  of  the  imple- 
menting legislation.  It  is  dated  June  4,  1979.  This  study  states  that 
there  are  some  further  costs  which  could  not  be  estimated  at  that  time. 
Do  you  have  any  further  information  now  on  any  of  those  ? 

Mr.  Fasick.  Do  we? 

Mr.  Zappacosta.  No  ;  we  do  not,  sir,  have  any  dollar  amount. 

Mr.  Fasick.  They  had  one  figure  which  we  did  not  have.  It  was  for 
the  Battle  Monuments  Commission.  We  don't  have  a  firai  figure  on 
that.  But  we  had  items  of  that  nature,  which  could  not  be  anticipated, 
and  there  will  be  other  costs,  I  suspect,  which  have  not  been  antici- 
pated, nor  the  date  on  which  they  will  occur. 

Senator  Levin.  One  of  the  recommendations  which  was  received 
from  a  number  of  Senators  and  others  is  that  the  interest  payment  and 
the  early  iretirement  costs  both  be  in  the  toll  base.  Have  you  reached  a 
conclusion  on  your  position  on  both  of  those  being  included  ? 

Mr.  Fasick.  We  feel  that  it  is  our  responsibility  to  alert  the  Con- 
gress in  the  course  of  any  presentation  we  made  to  the  fact  that  these 
costs  should  be  included  in  the  toll  base  if  it  were  the  decision  of  the 
Congress  to  include  them. 

Senator  Levin.  Both  of  them  ? 

Mr.  Fasick.  Yes ;  both  of  them — if,  indeed,  they  are  costs  that  you 
expect  to  come  under  the  treaty  implementing  legislation. 
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Senator  Levin.  Can  you  give  us  some  background  on  the  interest 
payment  and  the  method  of  calculating  it  ? 
Mr.  Fasick.  Mr.  Zappacosta  i 

Mr.  Zappacosta.  At  the  present  time,  the  interest  is  computed  on 
what  is  considered  to  be  the  net  direct  interest  bearing  investment  of 
the  Canal  Company.  There  is  no  interest  computed  on  the  Canal  Zone 
Government. 

The  interest  rate  is  determined  on  the  coupon  rate  as  of  July.  This 
refers  to  the  long-term  or  outstanding  bonds,  as  determined  by  the 
Secretary  of  the  Treasury. 

Under  H.E.  Ill,  it  changes  it  to  the  month  prior  to  the  beginning 
of  the  fiscal  year,  which  would  be  as  of  September.  But  they  are  talk- 
ing about  average  market  yield  on  outstanding  marketable  obligations 
of  comparable  maturities.  This  would  include  not  only  your  long-term 
bonds,  but  it  would  include  all  marketable  securities. 

Naturally,  under  that  basis,  the  rate  would  be  higher  than  if  you 
are  talking  about  the  coupon  rate,  just  on  the  long-term  bonds. 

Senator  Levin.  On  what  would  be  based  the  interest  ? 

Mr.  Zappacosta.  The  interest  is  based  on  the  net  direct  investment. 

Senator  Levin.  What  is  the  amount  of  that? 

Mr.  Zappacosta.  For  fiscal  year  1978,  in  our  financial  statement  re- 
port, it  is  $318,905,576 — that  is  interest  bearing.  The  interest  rate  on 
this  was  6.071  percent.  There  is  also  noninterest  bearing  in  the  amount 
$18,051,630. 

Senator  Levin.  Do  you  agree  with  the  testimony  of  Mr.  Kujawa, 
that  if  we  were  going  to  charge  interest  to  this  new  entity  it  should 
be  based  on  a  substantially  lower  amount  because  they  have  $70  mil- 
lion— I  believe  that  was  the  figure — in  the  bank  and  there  would  have 
to  be  other  deductions,  credits  to  them,  if  we  were  going  to  require 
this  interest  payment  to  be  made  ? 

Mr.  Zappacosta.  Mr.  Chairman,  actually  the  interest  base  that 
would  be  used  would  change  from  the  standpoint  that  once  you  go 
over  to  the  new  Commission,  you  would  start  with  a  base,  and  the 
interest  would  be  computed  based  on  changes  made. 

For  example,  for  assets  transferred  out 

Senator  Levin.  You  agree  that  those  would  be  deducted. 

Mr.  Zappacosta.  That's  right.  The  assets  transferred  out,  and  it 
would  be  increased  by  any  additional  improvement  or  assets  that  are 
purchased  or  put  into  place. 

Senator  Levin.  Do  you  know  what  that  would  net  out  to? 

Mr.  Zappacosta.  At  the  present  time,  no.  It  could  change. 

I  think  in  our  staff  study  we  indicated  that  capital  improvements 
during  the  life  of  the  treaty  would  be  transferred  at  the  termination. 

For  example,  the  latest  estimate  we  used  at  that  time  was  $381 
million. 

Senator  Levin.  That  is  at  the  end,  not  at  the  loeginning. 

Mr.  Zappacosta.  Yes,  sir.  It  is  improvements  over  the  life  of  the 
treaty. 

Senator  Levin.  Do  you  know  what  the  fi.eure  would  be  at  the  be- 
ginning, after  deducting  the  transfers  for  DOD  and  Panama,  and 
the  bank  assets  ? 
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Mr.  Zappacosta.  The  bank  assets  ?  Are  you  referring  to  cash  ? 

Senator  Levin.  Yes. 

Mr.  Zappacosta.  Well,  I  don't  have  the  1979  figures,  but  as  of 
September  30, 1978,  the  cash  in  the  Treasury  was  $70,756,000.  Property 
transfers  to  DOD  and  Panama  are  estimated  at  $130  million  at  the  be- 
ginning of  the  treaty,  and  would  be  deducted  from  the  present  interest 
bearing  capital. 

Mr.  Fasick.  I  really  think  you  are  talking  about  would  it  be  equi- 
table as  long  as  you  are  going  to  be  charging  interest  on  the  capital 
investment,  to  offset  interest  on  the  cash  that  the  Panama  Canal  must 
maintain  with  the  Treasury. 

Mr.  Zappacosta.  That's  right. 

Senator  Levin.  Which  is  now  about  $84  million,  I  think. 

Mr.  Fasick.  Yes. 

Mr.  Zappacosta.  We  took  a  position  in  our  1974  report  concerning 
the  fact  that  the  Panama  Canal  Company  had  a  certain  amount  of 
cash  on  deposit  with  the  Treasury  and,  therefore,  it  was  anticipating 
*"hat  it  should  receive  interest  en  the  cash  deposit  because  Treasury 
had  use  of  the  money,  to  be  offset  against  interest.  We  ruled  that  no ; 
thev  could  not  do  that  and  made  some  suggestions  on  this  matter. 

[The  information  follows :] 

Our  report  on  the  examination  of  Financial  Statements  of  the  Panama  Canal 
Company  and  Canal  Zone  Government  for  Fiscal  Year  1975  and  1974  dated 
May  27, 1976  states  the  following  on  this  matter. 

COMPANY    RESTRICTED    FROM    EARNING    INTEREST    ON     CASH    DEPOSITED    WITH     THE 

U.S.    TREASURY 

As  a  wholly  owned  U.S.  Government  corporation,  the  Company  is  subject  to 
the  Government  Corporation  Control  Act  (31  U.S.C.  841  et  seg.)  keeps  all  cash 
exceeding  current  operating  requirements  on  deposit  with  the  U.S.  Treasury. 

As  shown  in  its  statement  of  financial!  condition  the  Company  had  a  cash 
balance  of  approximately  $42.1  million  at  the  end  of  fiscal  year  1975.  About  $2.9 
million  of  this  amount  was  on  deposit  in  commercial  banks  or  held  on  hand  for 
anticipated  cash  needs  during  the  following  month.  The  remainder,  about  $39.2 
million,  was  on  deposit  with  the  U.S.  Treasury,  as  required  by  the  Government 
Corporation  Control  Act. 

Company  officials  are  trying  to  find  a  way  to  earn  interest  on  the  funds  de- 
posited with  the  U.S.  Treasury.  The  Company  is  designed  to  operate  in  a 
businesslike  manner  and  to  be  financially  self-sustaining,  except  for  certain 
costs  excluded  by  law.  Company  officials  believe,  therefore,  that  they  should  be 
given  the  authority  to  manage  in  a  prudent  businesslike  manner  and  thereby 
reduce  the  Company's  annually  increased  operating  expenses. 

However,  the  Government  Corporation  ControU  Act  makes  no  provision  for 
paying  interest  on  U.S.  Treasury  accounts  maintained  by  U.S.  Government  cor- 
porations. Furthermore,  we  are  aware  of  no  other  general  statutory  authority 
which  allows  T^.S.  Government  corporations  to  receive — or  the  U.S.  Treasury 
to  pay— interest  on  U.S.  Government  corporation  funds  deposited  in  the  U.S 
Treasury. 

The  Company,  on  the  other  hand,  is  required  by  Title  2,  section  62(e)  of  the 
Canal  Zone  Code  to  pay  interest  to  the  U.S.  TTeasury  : 

"In  order  to  reimburse  the  Treasury,  as  nearly  as  possible,  for  the  interest 
cost  of  the  funds  and  other  assets  directly  invested  in  it.  The  Panama  Canal 
Company  shall  pay  interest  to  the  Treasury  on  the  net  direct  investment  *  *  * 
(of  the  U.S.  Government  in  the  Panama  Canal  Company)  *  ♦  *  at  a  rate  or 
rates  determined  by  the  Secretary  of  the  Treasury  for  its  cost.  Payments  of 
the  interest  charges  shall  be  made  annually  to  the  extent  earned,  and  if  not 
earned  shall  be  made  from  subsequent  earnings." 

Section  62  of  the  Canal  Zone  Code  also  provides  the  specific  statutory  formula 
for  determining  the  base  upon  which  interest  is  to  be  computed.  The  Canal  Zone 
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Code  lists  certain  offsets  which  may  be  considered;  however,  the  statutory 
frameworlv,  as  well  as  the  history  of  legislation  concerning  the  Company,  imply 
that  the  enumerated  offsets  are  exclusive  and  that  no  offsets  other  than  those 
enumerated  are  allowed.  Since  Company  funds  deposited  with  the  U.S.  Treasury 
are  not  an  enumerated  offset,  these  funds  cannot  legally  be  considered  a  re- 
payment of  the  U.S.  Government's  investment  or  a  reduction  in  the  interest  com- 
putation base. 

Some  possible  alternatives  which  would  allow  the  Company  to  reduce  its 
interest  cost  are  discussed  below. 

1.  Reduce  the  size  of  the  U.S.  Government's  net  direct  investment  by  paying 
a  portion  of  the  Company's  cash  balance  into  the  U.S.  Treasury  as  a  dividend. 

This  alternative  is  now  available  to  Company  officials  and  would  provide  for 
both  a  return  of  the  U.S.  Government's  investment  and  a  reduction  In  the  Com- 
pany's annual  interest  expenses.  It  would  not,  however,  provide  a  change  in 
management's  authority  and,  unless  the  entire  amount  on  deposit  was  declared 
as  a  dividend,  the  amount  of  benefits  being  sought  by  management  would  not  be 
realized.  Furthermore,  paying  the  entire  amount  on  deposit  would  probably 
require  the  Company  to  borrow  funds  from  the  U.S.  Treasury  to  meet  its 
operating  and  capital  requirements. 

2.  Seek  a  legislative  change  in  section  62,  title  2,  of  the  Canal  Zone  Code  to 
permit  the  cash  on  deposit  with  the  U.S.  Treasury  to  be  deducted  from  interest 
computation  base. 

Although  this  change  would  reduce  the  Company's  interest  payments  to  the 
U.S.  Treasury,  it  would  also  reduce  any  incentive  to  return  the  U.S.  Govern- 
ment's investment.  Consideration  should  be  given,  therefore,  to  coupling  such 
a  change  with  a  requirement  for  a  systematic  return  of  the  investment.  This 
alternative  has  other  advantages  also:  (1)  the  change  involves  only  a  minor 
revision  in  the  terminology  of  existing  Company  legislation  and  (2)  the  change 
refers  to  specific  Company  legislation  and  would  not.  therefore,  indicate  a  change 
in  congressional  financial  policies  toward  other  U.S.  Government  corporations. 
Had  this  type  of  provision  been  in  effect  during  fiscal  year  1975,  the  Company's 
operating  expenses  and  net  loss  for  the  year  would  have  been  reduced  by  about 
$1.8  million. 

3.  Seek  legislation  similar  to  the  Act  of  August  25.  1959,  (Public  Law  86-200, 
73  Stat.  428)  which  would  authorize  an  increase  in  the  Company's  borrowing 
authority  to  an  amount  equivalent  to  the  effect  a  dividend  declaration  would  have 
on  any  fund  ratios  the  Company  is  required  to  meet. 

This  alternative  would  provide  for  a  return  of  the  U.S.  Government's  invest- 
ment and  a  reduction  in  the  Company's  annual  interest  expense.  Furthermore, 
the  Company's  fund  ratio  requirements  would  not  be  affected.  However,  similar 
to  alternative  1,  the  benefits  being  sought  by  the  Company  would  not  be  realized 
unless  the  entire  deposit  was  declared  as  a  dividend. 

4.  Request  the  Secretary  of  the  Treasury  to  waive,  pursuant  to  his  authority, 
the  requirement  of  the  Government  Corpontion  Control  Act  and  thereby  permit 
the  Company  to  earn  interest  by  investing  its  funds  in  appropriate  U.S.  Govern- 
ment bonds. 

This  alternative  would  provide  benefits  similar  to  those  cited  in  alternative  2. 
We  would  not  object  to  this  alternative,  provided  the  financial  interest  of  the 
United  States  is  fully  protected  and  an  appropriate  procedure  for  svstematically 
returning  the  U.S.  Government's  investment  in  the  Company  is  included. 

Among  the  alternatives  identified,  only  alternative  1  can  presentlv  be  imple- 
mented by  the  Company  and.  as  such,  would  not  provide  for  the  change  being 
sought  by  Company  management.  Other  alternatives  probably  could  be  developed  ; 
however,  any  alternative  selected  should,  in  our  opinion,  include  provisions  for 
(1)  an  incentive  for  the  Company  to  return  the  U.S.  Government's  investment, 
preferably  on  a  systematic  basis  requiring  a  minimum  annual  return.  (2)  a  re- 
quirement that  the  Company's  Board  of  Directors  continue  to  identify  the  amount 
of  funds  available  f^r  dividend  declnration.  and  (3)  the  continued  protection  of 
the  U.S.  Government's  financial  interests. 

Senator  Levin.  Would  thnt  riilin.o:  be  affpotorl  bv  the  treaty  at  all? 
Aren't  tlie  circumstances  siibstnntiaMv  changed  now  ? 
Mr.  Zappacosta.  I  wouldn't  think  so. 
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Mr.  Fasick.  I  think  we  are  still  dealing  with  the  same  Government 
principles,  the  same  Government  funds,  and  it  is  still  a  U.S.  Govern- 
ment entity. 

Senator  Levix,  Do  you  know  of  any  agency,  appropriated  funds 
agency,  that  pays  interest  ? 

Mr.  Zappacosta.  An  appropriated-fund  agency?  Offhand,  I  could 
not  say.  Not  to  my  knowledge  right  now.  I  don't  know. 

I  do  know  that  we'  do  have  a  requirement  of  imputing  interest.  For 
example,  on  the  Bureau  of  Reclamation  of  the  Department  of  the  In- 
terior for  water  and  power  operations,  and  also  on  the  civil  functions 
of  the  Corps  of  Army  Engineers,  there  is  an  imputed  interest  figure 
put  into  the  financial  statements.  But  there  is  no  actual  outlay  for 
interest. 

[The  information  follows :] 

The  GAO  Policy  and  Procedure  Manual  for  Guidance  of  Federal  Agencies 
Section  16.8  states : 

Interest  is  a  cost  generally  applicable  to  all  Federal  Government  expenditures. 
This  concept  is  based  on  the  fact  that  the  Government's  disbursements  are  made 
from  a  single  pool  of  funds  in  the  Federal  Treasury  which  are  not  earmarked 
as  to  source  or  use.  If  funds  disbursed,  for  any  given  purpose  had  not  been  so 
disbursed,  they  could  have  been  applied  to  repay  or  reduce  borrowings,  with  a 
consequent  savings  in  interest  costs. 

INTEREST   AS   A    COST    WHEN    REQUIRED    TO   BE   PAID 

For  agency  programs  or  activities  financed  by  advances  or  borrowings  from 
the  Treasury  on  which  interest  is  required  by  law  to  be  paid,  the  interest  costs 
incurred  and  paid  shall  be  accounted  for  in  the  same  manner  as  any  other  costs 
which  are  paid  by  the  agency. 

If  the  interest  required  to  be  paid  by  an  agency  is  significantly  less  than  the 
interest  cost  to  the  Treasury,  the  difference  should  be  accounted  for  as  an  addi- 
tional interest  cost  in  accordance  with  the  same  principles  as  those  applicable 
to  agency  programs  to  which  significant  interest  costs  apply  but  are  not  required 
by  law  to  be  paid. 

INTEREST    AS    A    COST    WHEN    NOT   REQUIRED   TO   BE   PAID 

Where  there  is  no  requirement  to  pay  the  interest  costs  on  the  Government's 
investment  and  an  agency  is  engaged  in  the  performance  of  services  or  sale  of 
property  outside  the  Government  for  revenues,  a  determination  should  be  made 
as  to  the  significance  of  such  costs.  When  they  are  significant  in  relation  to  the 
financial  results  of  operation  otherwise  determined,  their  omission  from  the 
financial  statements  results  in  incomplete  disclosure  of  the  costs  of  performance 
and  of  the  net  financial  results. 

In  such  circumstances,  and  when  an  interest  factor  is  included  in  revenues 
obtaine<l  from  sales  made  or  services  rendered,  the  interest  costs  should  be  deter- 
mined and  included  in  the  accounts  or  reported  in  footnotes  to  the  financial 
statements. 

(1)  The  interest  cost  for  each  year  should  be  determined  on  the  net  Federal 
investment  in  the  program  or  activity  at  the  beginning  of  the  year  and  on  the  net 
additions  to  such  investment  during  the  year.  Accumulated  net  income  or  deficit 
should  not  be  included  in  the  interest  base. 

(2)  The  rate  of  interest  to  be  used  should  be  one  which  the  Secretary  of  the 
Treasury  annually  determines  to  be  representative  of  the  cost  to  the  Treasury 
for  borrowing  for  such  investments.  If  the  United  States  has  outstanding  market- 
able obligations  with  maturities  reasonably  comparable  to  the  estimated  period 
for  which  the  Federal  funds  are  invested,  the  Secretary  should  consider  the 
average  yields  on  such  obligations  in  determining  the  interest  rates. 

It  is  not  necessary  that  agencies  performing  Services  or  producing  products 
mainly  for  use  within  the  Government  include  i*nte^est  in  their  accounts  or  dis- 
close it  as  a  cost  in  their  financial  statements.  However,  cost  data  for  such  ac- 


416 

tivities  used  in  making  comparisons  for  purposes  of  management  decisions  (such 
as  on  make-or-buy  alternatives)  should  include  an  interest  factor,  whether  or 
not  recorded  in  the  accounts. 

Senator  Levin.  Would  it  be  fair  to  say,  then,  that  if  this  were  a  trans- 
fer or  made  into  an  appropriated-fimd  agency,  there  would  be  no 
precedent  for  there  being  a  requirement  that  they  actually  pay  inter- 
est, pay  direct  paid-out  interest,  to  the  Treasury  ? 

Mr.  Zappacosta.  We  would  have  to  check  that  for  you. 

Senator  Levin.  Would  you  do  that  and  let  us  know  if  there  would 
be  any  precedent  for  that  ? 

Mr.  Zappacosta.  Yes,  sir. 

[The  information  follows :] 

The  United  States  Code  does  contain  language  which  allows  for  the  payment 
of  interest  by  an  appropriated-fund  agency  into  the  United  States  Treasury. 
However,  these  payments  are  not  necessarily  direct  payments  from  the  agencies' 
appropriated  funds.  Rather,  such  payments  of  interest  are  derived  from  the  rev- 
enues received  in  carrying  out  the  statutory  functions  of  the  particular  agencies. 
For  example,  16  U.S.C.  853c-2  (1976)  provides  that  the  revenues  received  by  the 
Columbia  Basin  Project  (a  western  land  and  power  project)  be  converted  into 
the  General  Treasury  as  miscellaneous  receipts.  This  provision  specifically  re- 
quires that  interest  be  accounted  for  in  converting  the  revenues  into  miscel- 
laneous recipts. 

Other  examples  of  language  which  allows  for  the  payment  of  interest  into 
the  Treasury  by  an  appropriated-fund  agency  involve  the  use  of  revolving  funds. 
Both  16  U.S.C.  742c(c)  (1976)  and  42  U.S.C.  2855(b)  (1976)  authorize  the 
Department  of  Interior  and  the  Community  Services  Administration,  respectively 
to  pay  interest  on  the  capital  of  a  revolving  fund  into  miscellaneous  receipts 
of  the  Treasury.    . 

These  provisions  are  by  no  means  an  exclusive  representation  of  the  appropri- 
ated-fund agencies  which  pay  some  form  of  interest  into  the  Treasury.  As  stated 
previously,  many  agencies  as  a  matter  of  course  include  an  imputed  interest  figure 
into  their  budget  estimates  and  financial  statements.  These  agencies  are  primarily 
power  marketing  associations  such  as  the  Bonneville  Power  Administration,  the 
Colorado  River  Basin  Marketing  Fund  and  the  Tennessee  Valley  Authority,  which 
derive  such  interest  payments  from  power  revenues  and  not  from  direct  appro- 
priations. (See,  Appendix,  The  Budget  of  the  United  States  Government,  Fiscal 
Year  1980.) 

Senator  Levin.  Is  there  any  logic  behind  requiring  that  payment 
if  it  is  an  appropriated-fund  agency,  Mr.  Fasick  ? 

Mr.  Fasick.  I  would  have  to  check  that,  sir.  There  was  logic  behind 
the  Panama  Canal  being  a  going  entity  with  an  investment  by  the 
LTnited  States  and  a  return  on  the  investment  made  sense. 

Senator  Levin.  Are  you  referring  to  when  it  was  made  a  corpora- 
tion—in  1950? 

Mr.  Fasick.  Yes. 

Senator  Levin.  But  now,  if  it  is  going  to  be  transferred  back,  either 
immediately  or  over  a  period  of  years,  and  made  into  an  appropriated- 
fund  agency  again,  would  you  let  us  know  whether  there  would  be 
any  logic  in  that  new  agency  paying  actual  interest? 

Mr.  Fasick.  We  will,  sir. 

There  are  over  100  Government  corporations,  and  we  will  check 
to  see  whether  we  have  some  precedent  with  Government  corporations. 

You  are  saying  with  an  appropriated-fund  agency? 

Senator  Levin.  Yes. 

I  think  there  is  precedent  for  a  corporation  to  do  this.  The  question 
is,  if  it  were  turned  back  into  an  appropriated-fund  agency,  is  there 
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any  precedent  for  that  type  of  agency  to  be  paying  actual  interest  to 
the  U.S.  Treasury? 

Mr.  Fasick.  Sir,  we  will  have  to  check  that  for  you  and  will  get 
back  to  you  on  it. 

[The  information  appears  on  p.  416.] 

Senator  Levin.  Could  you  give  us  some  more  detail  for  your  recom- 
mendation that  the  corporate  form  be  retained. 

Mr.  Fasick.  In  an  appendix,  we  have  the  differences  between  an 
appropriated  agency  and  a  corporation.  Let  me  run  down  that  very 
quickly.  Some  distinguish  between  the  two,  and  others  imply  a  differ- 
ence that  would  have  some  other  implication. 

The  legal  form  of  an  appropriated  fund  agency  is  strictly  congres- 
sional control  with  budgetary  limitation  under  appropriations. 

Under  a  corporation,  you  have  legal  and  financial  autonomy  and 
operating  flexibility  through  fund  reallocations.  It  is  sustained  by  its 
own  operating  revenue  while  an  appropriated  agency  you  have  financ- 
ing and  funding  from  Treasury  without  reference  to  income  from 
operations.  ' 

In  the  case  of  accounting,  it  reflects  agencies'  expenditures  within 
budgetary  limitations. 

In  the  case  of  a  corporation,  it  uses  standard  means  to  reflect  profit 
and  loss. 

Regarding  flexibility,  we  have  the  appropriated  request  and  con- 
gressional approval  to  meet  emergency  reallocation  of  funds.  In  the 
case  of  a  corporation,  resources  may  be  allocated  at  management 
discretion  to  meet  unexpected  demand. 

I  think  this  has  been  partially  overcome  by  the  restoration  by  the 
House  just  yesterday  of  the  $40  million  emergency  fund. 

Regarding  prudence,  we  have  in  the  case  of  an  appropriated  agency 
with  expense  budgeted  annually,  the  agency  has  no  incentive  to  reduce 
expenses  as  revenue  declines,  whereas  under  a  corporation,  manage- 
ment must  live  within  its  income.  This  is  one  of  the  great  fears  that 
the  advocates  of  the  corporate  versus  the  appropriated  form  have,  that 
there  will  be  a  tendency  for  the  taxpayer  to  eventually  subsidize  the 
Panama  Canal  Commission,  as  opposed  to  the  tolls  doing  the  job  in 
the  future. 

Regarding  expansion,  under  an  appropriated  agency,  as  demand 
for  services  increases,  funds  are  not  available  to  expand  the  scope 
of  operation;  whereas,  under  a  corporation,  as  demands  increase, 
revenue  is  available  to  provide  additional  services. 

Regarding  balance,  Congress  may  be  politically  motivated  to  pro- 
vide services  not  economically  justified  by  operating  revenues.  This 
gets  back  again  to  the  point  to  which  I  was  alluding  earlier. 

In  the  case  of  a  corporation,  only  financially  justified  services  will 
be  provided. 

I  am  not  suggesting  in  the  latter  case,  sir,  that  that  is  wrong.  It  is  just 
one  of  the  conditions  that  could  occur.  Depreciation  and  capital  im- 
provements are  only  made  from  appropriated  funds.  In  the  case  of 
a  corporation,  depreciation  is  included  in  the  toll  base  and  it  provides 
funds  for  capital  improvement  from  revenue. 

When  it  comes  to  litigation,  a  Federal  agency  may  be  sued  and  a 
corporation  may  be  sued. 
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Standardization  and  Government  accounting  methods,  when  applied 
to  a  business  operation,  may  be  subject  to  differing  interpretations, 
whereas  the  corporation  accounting  procedures  use  the  standard,  gen- 
erally accepted  methods. 

Eegarding  accountability,  under  an  appropriated-fund  agency, 
while  the  agency  budget  may  be  balanced,  profit  and  loss  must  be 
shown  in  another  set  of  books.  In  the  case  of  a  corporation,  manage- 
ment must  demonstrate  its  good  stewardship  in  standard  business 
terms. 

I  might  say,  in  going  through  all  that,  that  we  did  say  that  both 
systems  are  workable.  Because  the  canal  will  have  to  maintain  its 
present  corporate  type  of  accounting  system,  when  you  go  to  the 
appropriated-fund  method,  you  will  have  an  additional  burden  of  sub- 
stantially more  administrative  bookwork. 

Senator  Levin.  In  your  analysis,  do  you  have  any  congressional 
control  comparison  ? 

Mr.  Fasick.  I  can  give  you  that  answer. 

I  think  in  the  case  of  a  budget  of  any  Government  corporation,  it  is 
subject  to  the  scrutiny  of  the  authorizing  committees,  at  least  an- 
nually if  not  more  often,  depending  upon  what  the  committee  desires. 
But,  with  the  appropriated  fund,  you  are  subject  to  the  authoriza- 
tion and  appropriation  process  and  you  are  limited  by  that  unless  you 
get  additional  action  on  the  part  of  the  Congress. 

Mr.  Zappacosta.  Actually,  in  connection  with  that,  Mr.  Chairman, 
under  the  Corporation  Control  Act,  a  Government  corporation  must 
submit  a  business-type  budget  through  an  authorization  process  and 
they  are,  in  fact,  included  in  an  appropriation. 

Let  me  give  you  an  example  or  two.  These  would  include  the  Ex- 
port-Import Bank  and  Tennessee  Valley  Authority  as  well  as  nu- 
merous other  corporations. 

What  is  done  is  limitations  are  put  on  them.  As  a  matter  of  fact, 

even  the  Panama  Canal  at  the  present  time  does  get  limitations  for 

administrative  expenses.  So,  the  process  is  there.  The  control  is  there. 

For  example,  if  it  went  to  the  corporate  form,  if  the  Congress,  in  its 

wisdom  thought  it  was  prudent  that  they  should  have  some  sort  of 

control  on  capital  expenditures,  they  could,  in  fact,  write  into  the 

authorization  or  the  appropriation  legislation  a  restriction,  giving  a 

limitation  on  what  capital  improvements  could  be — a  ceiling  of  some 

sort. 

So,  there  is  control  there  if  the  scrutiny  of  the  budget  is  done.  In 
other  words,  it  should  not  be  a  perfunctory  type  of  operation. 

Senator  Levin.  Would  you  say  that  the  available  control  is  as  great 
imder  the  corporate  form  as  it  is  under  the  appropriated  form  ? 

Mr.  Fasick.  Let  me  say  that  it  could  be,  depending  upon  the  in- 
tensity of  the  scrutiny  that  the  committees  and  tlie  Congress  would 
give  to  the  budgets  that  are  proposed  by  the  Commission. 

I  think,  under  the  appropriated  fund  accounting,  that  there  is  less 
flexibility.  It  is  a  one-shot  thing.  You  do  it  and  if  you  get  into  trouble, 
you  must  come  back  for  a  supi)lemental.  This  is,  again,  except  in  the 
case  of  the  Commission.  They  will  have  the  flexibility  that  comes  with 
the  $40  million  emergency  fund.  But  you  still  have  the  problem  of 
justifying  it  to  the  Congress. 
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The  same  thing  can  happen  with  a  corporation  type  budget,  though. 
If  you  put  a  capital  limitation  on,  the  Commission  could  come  back 
and  point  out  that  it  needs  more  and  make  a  plea  to  the  committee  to 
lift  the  ceiling  that  it  placed  on  it. 

Senator  Levin.  As  you  know,  the  House  bill  added  several  person- 
nel provisions  to  the  administration  bill,  including  continuation  of 
minimum  wages  for  new  hires  and  continuation  of  the  wage  base  and 
benefits  of  employees  transferred  to  DOD. 

Will  the  personnel  provisions  of  H.R.  Ill  be  more  costly  than  those 
of  S.  1024? 

Mr.  Fa  SICK.  We  have  not  made  a  detailed  study,  but  it  seems  to  us 
as  though  it  would  be,  because  the  minimum  wage,  based  on  U.S.  stand- 
ards, is  substantially  higher  than  the  Panamanian  wages  today. 

Senator  Levin.  Approximately  how  much  more  would  it  be?  Even 
though  you  have  not  made  a  study,  can  you  give  us  an  approximation  ? 

Mr.  Fasick.  No,  sir;  I  cannot. 

I  do  not  have  an  approximation.  We  could  work  up  some  figures 
working  with  the  company. 

Senator  Levin.  "Wliy  don't  you  do  that  for  us  for  the  record. 

Mr.  Fasick.  All  right,  sir. 

Senator  Levin.  Both  company  and  DOD. 

Mr.  Fasick.  All  right. 

[The  information  follows :] 

The  House  passed  H.R.  Ill  which  would  require  the  Commission  to  pay  from 
toll  revenues  FLSA  minimum  wages  for  the  life  of  the  Treaty.  The  Senate,  on 
the  other  hand,  is  considering  S.  1024  and  is  presently  considering  alternative 
wage  systems. 

A  comparison  of  FLSA  minimum  wages  and  the  pending  DOD  policy  to  stand- 
ardize wages  in  Panama  was  made  on  a  limited  basis.  Thus,  based  on  DOD  esti- 
mates, the  following  table  shows  the  estimated  difference  in  costs  : 

DEPARTMENT  OF  DEFENSE 

DOD's  proposed  Cumulativa 

wages  ($2.90+  Wage  hour        estimated 

Fiscal  year  New  hires         FLSA  Cost  2  percent)  Cost      difference  cost 

1980 

1981 

1982 

1983 

1984 

1  Cost  is  determined  by  multiplying  waee  rate  times  2,000  man-hours  per  year  times  the  number  of  new  hires. 

-  DOD's  pending  wage  policy  proposes  a  $2.90  base  point  for  fiscal  year  1980  and  adds  a  2-percent  increase  to  the  products 
or  succeeding  years. 

3  The  FLSA  minimum  wage  is  valid  through  fiscal  year  1981.  For  1982,  multiplied  $3.35  by  6  percent  and  the  same  process 
was  applied  to  the  products  for  the  succeeding  years. 

The  table  show^s  that  the  cost  difference  for  Department  of  Defense  between 
FLSA  minimum  wages  versus  DOD's  pending  wage  policy  increases  at  a  rapid 
rate  overtime,  especially,  the  out  years.  However,  we  would  like  to  emphasize 
that  the  calculations  were  made  on  preliminary  estimates  as  of  July  25,  1979,  and 
they  are  subject  to  further  refinements  but  they  do  indicate  the  wage  trends. 

On  July  6,  1979,  the  Panama  Canal  Company  provided  the  following  informa- 
tion : 

"The  Murphy  Bill  provides  for  the  continued  application  of  the  FLSA  mini- 
mum wage  to  the  Commission  employees.  The  Administration's  bill  permits  the 
establishment  of  a  wage  plan  for  new  hires  without  the  FLSA  requirement.  The 
wage  plan  presently  being  considered  over  the  Administration's  bill  would  save 


000 

3.10 

1  $6,  200,  000 

$2.90 

$5,  200,  000 

$0.20 

$40  ,  000 

600 

3.35 

4,  020,  000 

=  2.96 

3,552,000 

.39 

868,  000 

600 

3  3.60 

4,  320,  000 

3.02 

3,  624,  000 

.58 

1,  564,  000 

450 

3.82 

3,  438,  000 

3.08 

2,  772,  000 

.74 

2,  230,  000 

450 

4.15 

3,  645,  000 

3.14 

2,  826,  000 

.91 

3,  019,  000 
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the  Commission  $100  million  in  the  first  10  years  as  compared  to  the  continuing 
of  the  present  wage  system  which  is  based  on  FLSA  minimums  plus  U.S.  wage 
movements.  The  savings  would  be  less  if  compared  to  a  more  conservative  wage 
plan  on  the  FLSA  minimum  wage.  We  have  devised  one  such  plan  that  would 
save  $33  million  over  the  first  10  years,  as  compared  to  the  continuing  of  the 
present  system." 

Thus,  we  have  not  received  any  details  from  the  Panama  Canal  Company  to 
analyze  the  cost  differences  between  H.R.  Ill  and  the  pending  DOD  wage  policy. 

Senator  Levin.  There  are  a  number  of  additional  questions  which  I 
or  other  members  of  the  committee  may  have.  We  will  submit  those 
to  you  for  the  record. 

We  appreciate  your  coming  by  this  afternoon.  Your  testimony  has 
been  very  helpful.  Thank  you. 

Mr.  Fasick.  Thank  you,  Mr.  Chairman. 

Senator  Levin.  Our  next  witness  is  Kenneth  Meiklejohn,  legislative 
representative  for  the  American  Federation  of  Labor  and  Congress  of 
Industrial  Organizations. 

_Mr.  Meiklejohn,  it  is  good  to  see  you  again.  Welcome  to  the  com- 
mittee. We  are  just  about  running  on  time. 

You  can  either  give  your  statement  as  prepared  or,  if  you  wish,  in 
the  interest  of  time,  you  may  summarize  it,  in  which  case  the  entire 
statement  will  be  placed  in  the  record. 

STATEMENT  OF  KENNETH  MEIKLEJOHN,  LEGISLATIVE  REPRE- 
SENTATIVE, AMERICAN  FEDERATION  OF  LABOR  AND  CONGRESS 
OF  INDUSTRIAL  ORGANIZATIONS 

Mr.  Meiklejohn.  It  isn't  very  long,  Senator,  so  I  will  read  my 
statement,  if  it  is  agreeable  to  you. 

Senator  Levin.  That  will  be  fine. 

Mr.  M'eiklejohn.  Mr.  Chairman,  my  name  is  Kenneth  Meiklejohn. 
I  am  a  legislative  representative  of  the  AFL-CIO  and  I  appear  here 
on  behalf  of  the  American  Federation  of  Labor  and  Congress  of  Indus- 
trial Organizations. 

I  may  say,  Mr.  Chairman,  that  I  appear  here,  too,  on  behalf  of  some 
seven  or  eight  of  the  international  unions  that  represent  employees 
in  the  Canal  Zone.  I  have  statements  from  three  of  those  organizations 
which  I  would  like  to  put  into  the  record. 

Senator  Levin.  They  will  be  made  a  part  of  the  record. 

Mr.  Meiklejohn.  These  organizations  are  the  Metal  Trades  De- 
partment of  the  AFL-CIO ;  the  Canal  Zone  Central  Labor  Union  and 
Metal  Trades  Council  of  the  AFL-CIO ;  the  Public  Employees  De- 
partment of  the  AFL-CIO;  the  American  Federation  of  Teachers; 
the  American  Federation  of  Government  Employees;  the  American 
Federation  of  State,  County,  and  Municipal  Employees ;  the  National 
Maritime  Union  of  America;  the  International  Longshoremen's  As- 
sociation; and  the  International  Association  of  Firefighters. 

The  statements  that  I  have  for  inclusion  in  the  record  are  those 
from  the  Canal  Zone  Central  Labor  ITnion  and  Metal  Trades  Council 
and  the  Metal  Trades  Department;  the  American  Federation  of 
Teachers;  and  the  American  Federation  of  Government  Employees. 

Senator  Levin.  They  will  be  made  a  part  of  the  record. 
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[The  statements  follow :] 


Prepared  Statement  by  Canal  Zone  Central  Labor  Union  &  Metal  Trades 
Council,  AFL-CIO,  Balboa  Heights,  Canal  Zone 

With  the  passage  of  the  House  bill  to  implement  the  Panama  Canal  Treaty, 
the  employees  breathed  a  sigh  of  relief.  Significant  deficiencies  in  the  original 
bill  proposed  by  the  Administration  had  been  rectified.  It  is  the  desire  of  this 
organization  to  maintain  those  gains  in  the  Senate  as  well  through  the  passage 
of  H.R.  111. 

We  believe  that  it  is  important  for  the  Senate  to  understand  the  perspective 
of  the  employees.  Each  one  is  making  a  career  decision  due  to  the  dissolution 
of  the  Canal  Zone  October  first.  The  Canal  Zone  has  acted  as  a  buffer  to  insulate 
the  residents  from  the  instability  of  Panama  such  as  the  rioting  in  Colon  June  12 
and  Panama  City  June  18.  The  Canal  Zone  was  a  little  America,  albeit  a  Com- 
pany town.  While  visitors  have  seen  on  the  surface  an  idyllic  comnuuiity,  sacri- 
fices have  been  made  by  those  who  have  chosen  to  serve  the  Panama  Canal. 
Simple  examples  are  the  loss  of  the  pleasure  and  financial  advantages  of  home 
ownership,  missed  career  opportunities  and  the  severe  disruption  to  extended 
family  relationships.  Now  residents  have  to  ask  themselves  if  they  are  willing 
to  tolerate  violent  disorders  in  their  shopping,  schooling  and  commuting  areas 
also. 

It  is  a  fact  of  life  that  if  the  rewards  offered  are  great  enough,  people  will 
go  anywhere.  Through  the  Congress's  action  on  employee  incentives,  thousands 
of  individual  decisions  will  develop  into  trends  of  exodus  or  willingness  to  stay 
and  assist  the  Panama  through  the  transition  period.  It  must  be  remembered 
that  there  has  never  been  a  ship  that  just  sailed  through  the  Panama  Canal — 
they  have  all  been  "put"  through  by  a  skilled  workforce. 

We  would  like  to  itemize  the  improvements  made  and  provide  an  explanation 
for  them.  The  House  cut  short  an  Administration  attempt  to  rewrite  labor 
practices.  From  our  point  of  view  the  Treaty  was  flawed  with  regard  to  labor 
by  providing  that  terms  and  conditions  of  employment  would  in  general  be  no 
less  favorable  only  for  those  persons  employed  prior  to  October  first.  Why  should 
the  benefit  package  be  reduced  for  a  person  doing  the  same  work,  employed  by 
the  same  ultimate  employer  (the  U.S.  Government)  and  hired  after  October 
first?  It  is  our  prediction  that  in  terms  of  the  image  of  the  United  States  in 
Panama,  future  cutbacks  will  destroy  much  of  the  goodvidll  which  has  resulted 
from  the  Treaty  and  provide  ammunition  to  those  who  would  point  to  the  United 
States  as  an  exploiter  of  Latin  Americans.  The  Senate  does  have  the  opportunity 
to  prevent  that  from  occurring  by  specifying  that  the  itemized  terms  and  condi- 
tions of  employment  for  transferred  or  reemployed  employees  (Section  202  of 
H.R.  Ill)  be  extended  to  future  hires  as  well. 

As  it  is,  H.R.  Ill  does  place  a  floor  under  wages  by  the  continued  applicability 
of  the  Fair  Labor  Standards  Act  in  the  Panama  Canal  area.  This  protects  not 
only  the  minimum  wage,  but  also  the  hours  standards  for  firefighters. 

In  Section  202  the  House  also  provided  that  the  guaranteed  terms  and  con- 
ditions would  continue  to  apply  to  an  individual  already  employed  who  is  RIFed 
and  reappointed  before  April  1.  1980.  Among  the  terms  and  conditions  which 
the  House  recognized  were  justified  were  the  bases  for  establishing  the  rates 
of  basic  pay  in  addition  to  the  rates  of  basic  pay.  The  effect  of  this  change  is 
to  remove  the  threat  to  employees,  if  they  stay,  of  frozen  wages.  It  provides  for 
normal  comparability  wage  increases  to  cope  with  inflation.  If  payments  to 
Panama  are  adjusted  for  inflation,  why  shouldn't  salaries? 

Another  change  was  the  deletion  of  an  exception  to  the  leave  and  travel  benefit 
for  employees  who  would  be  trans-ferred  between  agencies  on  the  Isthmus  in  a 
bureaucratic  shuffling.  If  employees  are  recruited  on  the  basis  of  a  total  benefit 
package  and  have  a  Treaty  guarantee,  there  is  no  justification  for  changing  the 
leave  system  as  they  continue  doing  the  same  job  for  the  same  ultimate  employer. 
This  is  an  appropriate  place  for  "grandfathering."  The  House  also  recognized 
that  sabbaticals  are  an  extremely  important  benefit  for  teachers  and  are  essential 
for  their  career  development. 

In  changing  the  Administration  bill  to  provide  for  the  continued  applicability 
of  chapter  71  of  title  5  of  the  U.S.  Code,  relating  to  labor-management  relations, 
the  House  deleted  the  alien  exclusion  clause  to  prevent  the  development  of  a 
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discriminatory  system  on  tlie  Isthmus.  Unlike  the  Status  of  Forces  areas,  the 
employees  have  been  on  an  equal  basis  at  the  Panama  Canal  since  the  1955 
treaty. 

The  House  also  provided  a  measure  of  job  security  to  the  firefighters  who,  in 
the  treaty,  were  placed  in  a  "contracting  out"  position.  Though  the  firefighters 
are  supposed  to  train  their  replacements  in  the  two  stations  which  the  treaty 
directs  are  to  be  transferred  to  Panama,  the  Panama  Government  fire  service  is 
not  planning  on  accepting  RIFed  firefighters  contrary  to  Article  X,  paragraph  7  of 
the  Treaty.  The  House  precluded  transfer  of  other  fire  stations  to  Panama  unless 
the  Administrator  of  the  Panama  Canal  Commission  determines  that  because  of 
voluntary  transfer  or  voluntary  separations  an  adequate  number  of  firefighters 
does  not  exist  to  sufficiently  staff  such  installations  and  they  are  excess  to  the 
needs  of  the  United  States. 

The  House  in  H.R.  Ill  tried  to  ensure  that  the  quality  of  life  for  employees 
would  not  be  affected  adversely  educationally  by  requiring  the  Department  of 
Defense  to  continue  the  operation  of  the  Canal  Zone  College  imtil  the  year  2000. 
This  was  under  attack  in  the  Department  of  Education  bill  and  we  would  ask 
that  the  language  of  H.R.  Ill  reflect  the  requirement  that  any  successor  agency 
have  the  same  obligation. 

Recognizing  that  the  Panama  Canal  is  a  labor-intensive  operation,  H.R.  Ill 
requires  that  one  member  of  the  Commission's  Board  be  experienced  and  knowl- 
edgeable in  labor  matters.  This  is  an  improvement  which  shows  more  sensitivity 
to  the  character  of  the  waterway  than  does  the  original  Administration  plan  for 
the  Board's  composition.  That  called  for  cabinet  members  yet  excluded  the 
Secretary  of  Labor. 

Much  of  the  foregoing  has  been  concerned  with  the  maintenance  of  equity  and 
the  House  was  quite  receptive  to  the  needs  of  the  employees.  In  the  midst  of 
many  other  issues,  the  continuation  of  educational  travel  benefits  and  housing 
for  employees  transferred  between  agencies  on  the  Isthmus  were  not  addressed 
although  they,  too,  merely  involved  equity  and  not  new  benefits. 

The  prime  benefit  to  serve  as  an  inducement  for  employees  to  remain  at  the 
Panama  Canal  rather  than  to  leave  and  possibly  cripple  it  is  the  early  retire- 
ment program.  While  we  do  have  questions  about  its  ultimate  sufficiency,  until 
it  can  be  shown  to  be  ineffective  in  retaining  mid-career  employees,  we  would 
not  attempt  to  liberalize  it  further.  We  would  only  point  out  that  in  the  section 
on  computations  the  $8  per  month  bonus  for  Hazardous  Duty  employees  should 
either  be  a  percentage  or  should  be  adjusted  for  inflation. 

Our  AFGE  Nurses  Union  is  extremely  concerned  about  the  1,700  so-called 
elderly  and  disabled  persons,  many  of  whom  worked  during  the  canal  construc- 
tion era,  who  have  been  eligible  for  health  care  heretofore.  Hospitals  in  the 
Republic  of  Panama  in  the  canal  area  are  already  overcrowded  and  will  have 
to  serve  the  additional  50,000  employees  and  dependents  who  will  in  three  years 
lose  eligibility  to  the  U.S.  hospitals.  While  the  Administration  bill  would  at- 
tempt to  fulfill  the  moral  obligation  to  those  who  brought  the  Panama  Canal 
out  of  a  malarial  pesthole  by  merely  providing  the  funds  for  their  care  in 
Panama,  we  are  afraid  that  they  will  be  lost  in  the  shuffle  over  there.  We  there- 
fore ask  that  H.R.  Ill  include  a  provision  that  military  facilities  are  authorized 
to  provide  health  care  services  to  elderly  or  disabled  persons  who  were  eligible 
for  such  health  care  prior  to  the  effective  date  contingent  on  an  exchange  of 
diplomatic  notes  with  Panama. 

A  nominal  request  is  an  attempt  to  ensure  that  the  Congress  and  the  em- 
ployees will  continue  to  have  a  dialogue  not  subject  to  the  constraints  of  dip- 
lomatic protocol.  We  ask  that  the  Senate  go  on  record  regarding  the  designa- 
tion of  20  persons  to  enjoy  the  privileges  and  immunities  of  diplomatic  agents 
to  specify  that  a  portion  of  that  number  be  representatives  of  employee  organi- 
zations related  to  the  functions  of  the  Commission  as  the  House  Foreign  Affairs 
Committee  did  in  its  report.  There  is  documented  with  the  House  Panama  Canal 
Subcommittee  ample  justification  for  this  request. 

Finally,  we  would  ask  that  the  Senate  either  remove  or,  at  least,  increase 

the  quota  of  persons  eligible  for  special  immigration.  Just  as  we  see  people 

topping  off"  their  gasoline  tanks  because  of  scarcity,  we  predict  that  the  quota 

will  be  filled  in  a  short  time  as  people  who  may  not  feel  particularly  impelled 

to  take  advantage  of  the  program  do  so  to  avoid  missing  the  opportunity  later. 
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American  Federation  of  Teachers,  AFL-CIO, 

Washington,  D.C.,  June  25,  1979. 
Hon.  Chairman, 
Senate  Committee  on  Armed  Services. 

Mr.  Chairman  and  members  of  the  Committee :  the  AFT,  as  a  collective  bar- 
gaining representative  of  Canal  Zone  teachers  employed  by  the  Department  of 
Defense,  supports  the  provisions  of  H.R.  Ill  as  recently  passed  by  the  House  of 
Representatives.  We  support  this  legislation  since  it  contains  essential  items 
necessary  to  continue  present  benefits  for  Canal  Zone  teachers,  a  criterion 
embodied  in  the  treaty  concept. 

Our  support  of  this  position  is  in  unison  with  the  position  of  the  AFL-OIO 
and  its  affiliated  unions,  as  enunciated  by  AFL-CIO  legislative  representative. 
Ken  Meiklejohn. 

We  respectively  urge  that  the  employee  provisions,  as  spelled  out  in  H.R.  Ill, 
be  approved  by  your  committee  without  detrimental  amendments  relating  to 
Canal  Zone  teachers  and  other  employees. 
Respectfully  submitted, 

Albert  S  hanker, 

President. 


Prepared  Statement  of  Kenneth  T.  Blaylock,  National  President,  American 
Federation  of  Government  Employees 

I  appreciate  the  opportunity  to  submit  for  the  record  of  your  hearings  the  state- 
ment of  the  American  Federation  of  Government  Employees  on  H.R.  Ill,  enacted 
by  the  House  of  Representatives  and  transmitted  to  the  Senate  for  concurrence, 
and  S.  1024,  the  Bill  introduced  in  the  Senate  at  the  request  of  the  Administration. 
Both  are  proposals  for  implementing  the  1978  Treaties  with  the  Government  of 
Panama. 

Our  union,  representing  over  700,000  Federal  employees  throughout  the  world, 
and  approximately  2,000  employed  in  the  present  Panama  Canal  Zone,  has  been 
a  party  to  discussions  with  the  Executive  Branch  for  several  years  during  the 
negotiations  of  these  treaties.  We  were  also  in  concurrent  communications  with 
(he  White  House,  the  Department  of  the  Army  and  the  Department  of  State 
during  the  period  when  the  Senate  was  deliberating  the  provisions  of  the  Treaties 
and  giving  its  advice  and  consent  to  them. 

During  the  most  recent  deliberations  in  the  House  of  Representatives,  on 
H.R.  Ill  and  H.R.  1716,  we  appeared  before  both  the  House  Post  Office  and  Civil 
Service  Committee,  holding  hearings  in  the  Panama  Canal  Zone,  and  the  Mer- 
chant Marine  and  Fisheries  Committee,  holding  hearings  in  Washington,  D.C. 
We  are  also  party  to  a  firm  understanding  with  the  Administration  regarding 
the  definitive  agreement  that  both  the  .Xdministrntion  and  onr  union  would 
support  H.R.  Ill  and  oppose  all  amendments  thereto  which  were  not  accepted  by 
the  House  Committee  on  Merchant  Marine  and  Fisheries. 

Under  these  circumstances,  we  feel  that  the  long  history  of  negotiations,  Sena- 
torial deliberations,  House  action  and  Administration  commitment  to  us  warrant 
our  concluding  that  there  will  be  no  modification  proposed  by  the  Administration 
to  "Chapter  3— Employees"  of  H.R.  111. 

We  have  been  in  communication  with  the  i\FL-CIO  and  have  been  assured 
that  it  has  the  identical  position  regarding  Chapter  3  as  our  own.  As  to  the 
other  provisions  of  H.R.  111.  we  endorse  the  statement  made  to  you  by  the 
AFL-CIO. 

As  evidence  of  our  position,  we  request  the  inclusion,  in  the  record  of  your 
hearings,  of  several  documents  which  testify  to  our  accepting  the  provisions  in 
H.R.  Ill,  In  contradistinction  to  "Chapter  3 — Employees"  of  the  original  Ad- 
ministration version,  S.  1024  (which  is  identical  with  H.R.  1716),  to  which  we 
were  opposed  from  the  outset. 

As  I  indicated  earlier,  the  Administration  agreed  in  return  for  our  support 
of  H.R.  Ill,  to  accept  "Chapter  3 — Employees"  as  it  appears  in  that  Bill. 

The  documents  which  record  the  evolution  of  our  position,  in  collaboration 
with  the  Carter  Administration,  are  the  following  which  we  submit  for  the 
record : 

1.  Letter  to  the  Honorable  Thomas  P.  O'Neill,  ,Tr.,  June  6, 1979 ; 
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2.  Statement  of  March  14,  1979,  before  the  House  Merchant  Marine  and 
Fisheries  Committee ; 

3.  Statement  of  February  16,  1979,  before  the  House  Committee  on  Post  Office 
and  Civil  Service  (given  in  the  Panama  Canal  Zone  by  National  Vice  President 
James  Lynch  on  my  behalf) . 

Hn  concluding,  I  should  like  to  express  appreciation  once  again  for  the 
courtesies  which  your  Committee  has  extended  to  our  union  and  to  assure  you 
that  we  shall  continue  to  cooperate  with  the  Administration  and  the  Congress 
to  seek  the  timely  enactment  of  legislation  consonant  both  with  the  Treaties 
and  the  solemn  undertakings  respecting  employees  of  the  Executive  Branch  as 
expressed  to  our  union  prior  to  the  House  vote  on  H.R.  111. 

American  Federation  of  Government  Employees, 

Washington,  B.C.,  June  6, 1979. 
Hon.  Thomas  P.  O'Neill,  Jr., 
U.S.  House  of  Representatives, 
Washington,  B.C. 

Dear  Representative  O'Neill  :  On  behalf  of  the  employees  whom  we  represent 
in  the  Panama  Canal  Zone,  I  am  writing  to  you  personally  to  request  that  you 
support  the  provisions  incorporated  in  "Chapter  3 — Employees"  of  H.R.  Ill  and 
that  you  vote  against  any  amendment  which  would  modify  them. 

These  provisions  in  Chapter  3  implement  the  solemn  undertakings  by  three 
Administrations  given  to  employees  of  both  the  Panama  Canal  Company  and 
Government  during  the  lengthy  negotiation  of  the  Treaties,  reaffirmed  publicly 
during  the  proceedings  in  the  Senate  when  that  body  gave  its  "advice  and  con- 
sent". Significantly,  they  continue  the  provisions  in  statutes  now  governing 
employer-employee  and  labor-management  relations  in  the  Panama  Canal  Zone. 
Thus  they  also  reflect  the  intentions  of  the  drafters  of  H.R.  Ill  that  this  imple- 
menting legislation  both  honor  the  provisions  of  the  Treaty  and  continue  United 
States  control  of  the  operations  of  the  Panama  Canal.  Congressional  control  over 
expenditures  is  assured  under  H.R.  Ill  by  requiring  Congressional  approval  of 
all  funds  to  operate  the  Canal. 

To  reinforce  Congressional  control,  the  provisions  of  several  Congressionally 
enacted  statutes  have  been  restated  in  H.R.  111.  Among  these  are  those  of  the 
Fair  Labor  Standards  Act  assuring  all  employees  fair  minimum  wages  and 
working  conditions.  Labor-management  relations,  without  regard  to  citizenship, 
are  also  assured  through  the  application  of  the  provisions  of  Title  VII  of  the 
Civil  Service  Reform  Act  of  1978  to  all  employees  of  the  Commission.  Addition- 
ally, in  compliance  with  the  explicit  terms  of  Paragraph  10,  Article  X  of  the 
Treaty,  H.R.  Ill  has  early  retirement  provisions  for  employees  who  are  displaced 
or  elect  to  leave.  Thus  Chapter  3  balances  and  reconciles  domestic  statutes, 
affirming  Congressional  control,  with  international  law  as  expressed  in  the 
Treaty. 

For  these  reasons  I  urge  you  to  oppose  any  amendment  which  alters  H.R.  Ill 
unless  it  is  accepted  by  the  Merchant  Marine  and  Fisheries  Committee. 
Sincerely, 

Kenneth  T.  Blaylock, 

National  President. 


Prepared  Statement  of  Kenneth  T.  Blaylock.  National  President  American 
Federation  of  Government  Employees.  Before  the  House  Panama  Canal 
Subcommittee 

I  appreciate  the  opportunity  to  have  my  statement  enteretl  before  your  Com- 
mittee in  connection  with  two  Bills:  H.R.  Ill  and  H.R.  1716,  both  of  which 
are  concerned  with  implementing  the  Treaties  of  the  United  States,  1977,  with 
the  Republic  of  Panama. 

Because  that  is  the  purpose  of  lioth  these  Bills,  I  should  like  to  review  with 
you  the  terms  of  the  Treaties,  insofar  as  they  affect  employee  rights  and  labor- 
management  relations,  and,  concurrently,  the  provisions  of  Public  Law  95^54, 
enacted  October  13,  1978,  which  altered  some  of  the  rights  and  duties  of  all 
Federal  employees  and  instituted  a  statutoi-y  basis  for  Labor  Management 
Relations  in  the  Federal  Service.  Both  the  Treaties  and  Public  Law  95-454  are 
pertinent  to  those  provisions  of  these  two  Bills  which  concern  employment  and 
labor-management  relations. 
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In  Bill  H.R.  Ill  all  of  Chapter  3,  including  all  Subchapters  I  through  VII  are 
affected.  In  Bill  H.R.  1716,  all  of  Title  III,  including  Chapter  I  and  Chapter  2, 
are  directly  implicated  in  the  provisions  of  both  the  Treaties  and  Public  Law 
95-454. 

For  the  sake  of  simplicity,  I  should  like  to  begin  with  the  discussion  of  Public 
Daw  95-454  and,  having  examined  its  relevance  to  employment  practices  and 
labor-management  relations,  proceed  to  the  Treaties  themselves. 

PUBLIC  LAW  95-454,  "CIVIL  SERVICE  REFORM  ACT  OF  1978" 

The  enactment  of  Public  Law  95-454  on  October  13,  1978,  when  President  Car- 
ter signed  this  legislation,  fundamentally  altered  the  status,  rights  and  duties  of 
Federal  employees,  established  new  institutions  to  safeguard  and  implement  these 
and,  finally,  provided  a  statutory  basis  for  labor-management  relations. 

In  establishing  these  new  purposes,  the  Congress  provided  two  definitions  of 
"agency"  in  Public  Law  95-454,  the  first  appearing  in  section  2302(a)  (2)  (C)  and 
the  second  appearing  in  section  7103(a)  (3).  It  is  the  latter  definition  which  con- 
cerns us  in  the  area  of  labor-management  affairs.  (I  attach  as  Annex  I  a  repro- 
duction of  the  passages  which  I  shall  discuss  hereunder.) 

Under  that  latter  definition,  it  appears  to  us  clear  tliat  all  present  employees 
of  the  Canal  Company  and  Government  as  well  as  all  employees  of  all  Federal 
departments  or  agencies  in  the  Canal  Zone  now  and  later,  under  the  Treaties  in 
the  area  of  Panama  "made  available  to  the  United  States,"  are  entitled  to  the 
benefit  of  the  provisions  of  Title  VII  of  Public  Law  95-454,  unless  specifically 
excluded  by  that  law. 

The  governing  provision  affecting  these  employees  specifically  is  that  all  the 
Federal  employees  are  entitled  to  Title  VII  excepting,  and  I  quote,  the  following  : 

"7103(2)  (B)  (i)  an  alien  or  noncitizen  of  the  United  States  who  occupies  a 
position  outside  the  United  States." 

Other  exclusions,  not  at  issue  here  in  either  Bill  H.R.  Ill  or  H.R.  1716,  are 
"members  of  the  uniformed  services,"  "supervisors  and  managers,"  and  "foreign 
service"  personnel  of  the  Department  of  State,  the  Agency  for  International  De- 
velopment and  the  International  Communication  Agency. 

Under  these  definitions,  it  is  clear  that  all  United  States  citizen  employees  of 
the  Company,  Government,  and  of  all  other  Federal  agencies  in  the  Canal  Zone 
are  now  already  under  Title  VII  which  governs  labor-management  affairs.  Con- 
sequently, the  Order  issued  by  the  Secretary  of  the  Army  regulating  labor- 
management  relations  no  longer  had  legal  validity,  from  the  effective  date  of 
Public  Law  95^54,  which  was  January  11,  1979  since  it  had  been  superseded  by 
Title  VII. 

It  could  be  contended,  though  we  ourselves  are  not  here  pressing  the  point, 
that  all  alien  employees  (tliat  is,  persons  not  United  States  citizens)  also  come 
under  Title  VII,  for  the  interim  period  while  the  Treaties  are  not  yet  in  force,  on 
(he  claim  that  the  Canal  Zone  is  United  States  territory  until  sovereignty  passes 
to  the  Republic  of  Panama. 

Whatever  the  status  of  employees  who  are  not  United  States  citizens,  how- 
ever, it  is  manifest  and  uncontestable  that  all  United  States  citizen  employees 
are  now  under  Title  VII  and,  unless  Public  Law  95-454  is  set  aside,  shall  remain 
under  Title  VII  following  the  date  when  the  territory  comes  under  Panamanian 
sovereignty  by  action  of  the  Treaties  of  1977. 

For  these  reasons,  basing  our  views  on  Public  Law  95-454,  we  are  opposed  to 
the  provisions  of  Subchapter  VII  of  Bill  H.R.  Ill,  and  Section  142(c)  of  Bill 
H.R.  1716,  both  of  which  are  designed  solely  to  deprive  United  States  citizens 
of  employee  rights  enjoyed  by  all  other  United  States  citizen  employees  of  simi- 
lar classification  located  anywhere  else  in  the  world,  including  every  other  for- 
eign country. 

Certainly,  the  undertaking  made  by  the  Administration  when  seeking  Sena- 
torial advice  and  consent  did  not  suggest  that  there  would  be  such  outright  dis- 
crimination practices  against  American  citizens,  soley,  for  working  in  this  area 
when  all  other  American  citizens,  who  are  not  uniformed  personnel  or  who  are 
not  in  the  foreign  service,  are  entitled  to  the  protections  of  Title  VII.  no  matter 
where  they  work. 

The  American  Federation  of  Government  Employees,  AFL-CIO,  has  discussed 
the  provisions  of  Title  VII  in  hundreds  of  hours  of  meetings  with  Executive 
Branch  and  Legislative  Branch  officers  and  employees.  At  no  time  was  there  any 
reservation  or  stipulation  expressed  in  any  of  these  meetings  regarding  the  non- 
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applicability  of  Title  VII  to  United  States  citizens  located  in  the  Canal  Zone  or 
in  Panama. 

We  would  consider  any  effort  to  deprive  these  United  States  citizen  employees 
of  the  rights  for  which  they  have  waited  so  long  and  which  they  now  enjoy  as  a 
breach  of  faith  by  this  Administration. 

There  are  other  arguments,  equally  weighty,  which  I  should  like  to  adduce 
under  the  provisions  of  the  1977  Treaties. 

PROVISIONS    OF    THE    TREATIES    REGARDING    EMPLOYMENT 

The  Treaties  of  1977  make  a  clear  distinction  between  the  rights  of  United 
States  citizen  employees  and  those  of  Panamanian  nationals  working  for  the 
Canal  Company/Commission.  The  latter  are  to  displace  the  former  in  the  course 
of  time,  thus  setting  up  a  legal  discrimination  in  favor  of  one  group  and  against 
another. 

This  circumstance  confronts  both  management  and  labor  with  fundamental 
dilemmas  in  the  area  of  labor-management  relations.  Over  and  above  the  obvi- 
ous conflict  of  interest  which  resides  in  management  and  in  labor  in  the  cla.ssic 
management-labor  relationship,  resulting  in  the  exclusion  of  supervisory  and 
management  employees  from  union  representation,  the  Treaties  inject  further 
conflicts  of  interest  into  the  unionized  labor  force  itself,  distinguishing  between, 
and  discriminating  among,  them  on  the  basis  of  citizenship. 

This  conflict  of  interest  takes  two  forms  :  legal  and  factual. 

Legally,  the  Treaties  require  that  the  United  States  citizen  employees  are  to  be 
replaced  by  Panamanian  employees  over  a  course  of  time.  Moreover,  the  reme- 
dies which  U.S.  citizen  employees  are  to  obtain  for  any  losses  they  incur  during 
this  displacement  are  to  be  satisfied  exclusively  by  United  States  authorities. 
On  the  other  hand,  the  remedies  which  Panamanian  national  employees,  who 
might  be  displaced  incidental  to  the  Treaties'  operations,  are  to  be  satisfied,  in 
some  cases  by  the  United  States  authorities  and.  in  other  cases,  by  the  Pana- 
manian authorities.  However,  these  remedies  are  not  commensurate  in  proced- 
ural or  factual  terms,  creating  differences  in  community  of  interest  among  the 
United  States  and  Panamanian  employees. 

Procedurally,  the  United  States  citizen  employees  will  have  available  all 
the  U.S.  constitutional  and  statutory  processes,  both  administrative  and  judi- 
cial. The  Panamanian  citizen  employees  will  have  available  only  the  Treaties 
and  the  support  of  the  Panamanian  government. 

Factually,  the  Panamanian  employees  expect  to  improve  their  position  pri- 
marily, if  not  exclusively,  by  displacing  United  States  citizen  employees  in  those 
positions  which  will  remain  available,  both  in  matters  of  job  retention  and 
promotion  to  higher  grades. 

Given  human  strivings  to  advance  competitively,  the  one  set  of  employees 
perforce  will  be  seeking  to  hasten  this  process  of  transition  to  its  advantage 
and  the  other  set  will  be  seeking  to  retard  it.  This  is  not  a  community  of  interest. 
It  resembles,  if  an  analogy  may  be  drawn  from  marital  life,  the  confiict  of  a 
prospective  divorce  of  husband  and  wife  rather  than  the  community  of  interest 
of  the  parties. 

As  in  any  situation  involving  conflict  of  interest,  the  safest  and  most  rational 
posture  is  to  face  the  facts  openly.  We  hold  that  both  the  United  States  em- 
ployees and  the  Panamanian  employees  should  have  the  same  rights  vis-a-vis 
management.  We  regret  the  Treaties  do  not  permit  them  the  same  rights  vis-a- 
vis each  other  as  employees.  For  this  reason,  though  most  reluctant'y,  we  bow 
to  the  situation  that  the  Treaties  do  in  fact  purposely  and  radically  discrimi- 
nate against  United  States  citizen  employees  and  in  favor  of  Panamanian  na- 
tional employees.  To  avoid  misconceptions  and  misunderstandings  in  the  future 
we  believe  that  it  is  in  the  best  interests  of  all  the  parties  at  the  out.set  to 
reconcile  themselves  to  this  fundamental  fact  and  to  s-eek  to  mitigate  its  impact 
insofar  as  the  Treaties  do  not  provide  insurmountable  obstacles. 

We  do  not  find  rational  the  presumption  of  a  situation  where  a  minority  of 
Panamanian  employees  in  the  same  bargaining  unit  as  a  majority  of  United 
States  employees  can  feel  secure  that  the  self-interest  of  the  United  States 
employees  will  not  be  prejudicial  to  tliem.  Similarly,  we  do  not  find  rational 
the  presumtion  of  the  reverse  situation,  where  a  minority  of  United  States 
citizen  employees  will  feel  .secure  that  the  motivation  of  the  majority  of  Pan- 
amanian employees  to  accelerate  their  displacement  will  not  exist. 

Our  concerns  do  not  arise  out  of  prejudices  due  to  national  origin.  We  have 
had  no  such  problem  in  the  past  in  the  Canal  Zone  and  we  have  no  such  prob- 
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lem  in  the  United  States  itself  in  situations  where  the  laws  clearly  forbid 
discrimination  on  the  basis  of  national  origin.  However,  the  Treaties  positively 
require  this  discrimination  in  favor  of  one  class  of  nationals  and  against  another 
class  and  we  are  only  being  realistic  to  draw  the  objective,  practical  conse- 
quences of  such  a  legal  requirement  to  discriminate. 

Because  of  the  importance  of  this  issue,  I  should  like  to  review  with  you 
the  provisions  of  the  Treaties  which  are  the  real  core  of  the  dilemmas  which 
I  have  been  describing.  I  believe  that,  on  the  basis  of  this  review,  it  will  become 
clear  that  the  most  prudent  system  is  to  apply  at  the  outset,  two  separate  but 
equivalent  and  parallel  systems  of  collective  bargaining,  one  for  all  United 
States  employees,  whether  they  work  for  the  Company/Commission  or  for  other 
United  States  agencies,  and  one  for  all  employees  who  are  not  United  States 
citizens  and  who  work  either  for  the  Company/Commission  or  other  Unitetl 
States  agencies. 

THE  LIMITATIONS  ON  THIJ  RIGHTS  OF  UNITED  STATES  EMPLOYEES  UNI>EK  THE  TREATIES 

The  rights  of  United  States  employees  of  the  Commission  and  of  the  Armed 
Forces  are  separately  set  out  under  Article  III  (Commission)  and  Article  IV 
(Armed  Forces)  of  the  Treaty  and  the  Implementing  International  Agree- 
ments drawn  up  in  consequence  of  those  two  Articles.  (Article  IV  is  sometimes 
described  as  the  "Status  of  Forces  Article"  because  of  the  supplemental  Imple- 
menting International  Agreement  which  is  based  on  it.) 

These  two  Articles  superficially  appear  to  make  a  distinction  in  the  rights 
between  United  States  employees  of  the  Commission  and  of  the  Armed  Services. 
In  fact,  no  significant  distinction  applies.  The  main  difference  relates  to  the 
commissary  rights  of  United  States  citizen  employees  of  the  Armed  Forces  and, 
because  of  these  commissary  rights,  the  eventual  restriction  of  U.S.  citizen 
employees  of  the  Armed  Forces  to  residence  in  locations  defined  as  "defense  sites 
and  such  other  areas." 

Procedurally,  but  not  substantially,  a  distinction  is  made  between  these  two 
categories  of  U.S.  citizen  employees  because  two  separate  U.S. /Panamanian 
liaison  bodies  will  be  established  for  resolving  personnel  matters,  one  for  the 
Panama  Canal  Commission  and  a  separate  body  for  the  Armed  Forces.  All  Com- 
mission personnel  matters'  will  fall  within  the  jurisdiction  of  the  Coordinating 
Committee  established  under  Article  III  of  the  Treaty  and  Article  II  of  the 
relevant  Implementing  International  Agreement.  All  Armed  Forces  personnel 
matters  will  fall  under  the  separate  jurisdiction  of  a  separate  "Joint  Committee." 
established  under  the  Implementing  International  Agreement  pursuant  to  Article 
IV  of  the  Treaty.  Neither  of  these  should  be  allowed  to  impinge  on  the  rights  of 
labor  organizations  in  dealing  with  management  since  these  coordinating  func- 
tions will  relate  specifically  to  issues  of  quasi-diplomatic  agreements  regarding 
management  policies  and  not  to  specific  labor-management  agreements  pursuant 
to  policies  in  the  area  of  employment  incorporated  in  the  Treaties. 

The  employment  rights  of  all  United  States  citizens  are  defined  and  limited 
by  several  other  Articles  of  the  Treaty  and  by  several  Implementing  Agreements. 
Particularly  important  is  Article  V,  "Principle  of  Non-intervention,"  which 
requires  that  the  U.S.  nationals  "refrain  from  any  intervention  in  the  internal 
affairs  of  the  Republic  of  Panama."  These  internal  affairs  can  relate,  of  course, 
also  to  the  conditons  of  employment  of  Panamanian  nationals,  to  the  nature  and 
status  of  the  Panamanian  labor  unions,  and  to  Panamanian  social  security 
systems  and  taxation.  Thus  this  Article  places  United  States  citizen  employees 
in  potential  jeopardy  if  they  are  represented  by  unions  whose  members  are 
subject  to  Panamanian  law. 

Particularly  relevant  is  Paragraph  5  of  Title  X,  requiring  the  periodic  rota- 
tion, "at  a  maximum  of  5  years,  of  United  States  citizen  employees  and  other 
non-Panamanian  employees,  hired  after  the  entry  into  force  of  this  Treaty." 
The  purpose  of  this  is  to  assure  that  senority  and  career  ladders  are  not  estab- 
lished for  U.S.  citizen  employees  to  the  detriment  of  Panamanian  nationals  who 
need  not  be  rotated.  Thus  it  clearly  establishes  a  conflict  of  interest  category 
based  on  citizenship. 

Articles  in  the  Implementing  Agreements  clearly  show  that  the  Status  of 
Commission  Employee  Agreement  (SOCEA)  and  the  Status  of  Forces  Agreement 
(SOFA)  are  identical  in  placing  express  limitations  on  the  employment  rights, 
status,  and  tenure  of  U.S.  citizen  employees.  They  are  also  identical  for  placing 
these  employees  under  criminal  jurisdiction  of  the  Panamanian  State  in  certain 
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areas,  including  custody  in  Panamanian  jails  of  those  charged  with  murder, 
rape,  robbery  with  violence,  trafficking  in  drugs,  or  "Crimes  against  the  security 
of  the  Panamanian  State." 

The  Implementation  Agreement  to  Article  IV  of  the  Treaty  (Status  of  Forces 
Agreement)  repeats  as  Article  II  of  that  Agreement  the  text  of  Article  V  of  the 
Treaty  regarding  the  Principles  of  Non-intervention.  Thus,  the  similarity  of 
legal  status  of  U.S.  citizen  employees  of  the  Armed  Forces  to  U.S.  citizen  em- 
ployees of  the  Commission  is  expressly  emphasized.  Article  VII  of  the  Imple- 
menting Agreement  to  Article  IV  of  the  Treaty  stipulates  that  the  same  ratio 
of  Panamanians  to  total  employees  will  apply  as  defined  in  the  Panamanian  law 
regarding  foreign  company  operations. 

I  could  cite  additional  passage  in  the  Treaties  and  Implementing  Agreements 
but  I  believe  they  would  be  redundant  since  the  weight  of  these  Texts  clearly 
establishes  that  the  United  States  citizen  employees  have  narrowly  circumscribed 
and  limited  rights. 

ATGE   INSISTS    ON    THE    MAXIMUM    RIGHTS    OF   PANAMANIAN    NATIONALS    VIS-A-VIS 

MANAGEMENT 

I  want  to  make  it  absolutely  clear  that  we  are  asking  for  the  same  rights  to 
be  given  to  the  employees  of  Panamanian  or  other  nationality  in  labor-manage- 
ment relations  as  we  are  asking  for  employees  who  are  United  States  citizens. 
At  the  minimum,  insofar  as  the  Treaties  themselves  do  not  preclude  these  rights, 
they  should  be  equivalent  to  Title  VII  of  Public  Law  95-454. 

We  would  prefer  more,  of  course.  Title  VII  does  not  give  any  Federal  em- 
ployees the  same  rights  as  private  enterprise  employees  in  the  United  States 
have.  But  it  is  a  great  advance  over  the  old  system  of  Executive  Orders.  At 
least  we  now  have  a  statutory  platform  from  which  we  can  apply  a  lever  to 
acquire  rights  and  conditions  of  work  through  collective  bargaining  for  Federal 
employees  which  gradually  will  make  their  status  somewhat  like  that  of  private 
enterprise  employees. 

We  will  support  totally  all  the  unions  in  the  AFL-CIO  and,  with  them,  will 
insist  that  Panamanian  nationals  who  are  employees  either  of  the  Commission 
or  of  the  United  States  agencies  have  the  same  rights  as  United  States  citizen 
employees.  We  do  this  while  at  the  same  time  noting  that  it  is  the  Treaties 
themselves  which  make  it  impracticable  in  mqst  cases  for  all  employees,  regard- 
less of  citizenship,  to  be  in  the  same  units  in  order  to  effectively  exercise  these 
same  rights  without  the  interjection  of  conflicts  of  interest  among  them. 

SPECIAL  PROTECTIONS  FOR  FEDERAL  EMPLOYEES  ENTITLED  TO  PLACEMENT  WITH 
AGENCIES      IN      THE      UNITED      STATES 

Although  certain  Panamanian  national  employees  are  entitled  to  special  con- 
sideration for  immigration  into  the  United  States,  the  Treaties  do  not  give 
them  any  rights  to  guaranteed  employment  in  the  United  States.  At  best,  former 
employees  of  the  Company/Commission  will  be  placed  with  other  United  States 
agencies  located  in  Panama,  so  far  as  employment  rights  are  concerned. 

United  States  citizen  employees,  on  the  other  hand,  are  entitled  to  certain 
employment  rights  in  the  United  States.  Our  concern  is  to  assure  that  they  will 
be  able  to  enjoy  these  rights  in  a  timely  fashion.  Therefore,  I  should  like  to 
solicit  your  Committee's  support  for  express  legislative  language  they  can  cite 
when  seeking  to  avail  themselves  expeditiously  of  these  rights,  especially  in  a 
potential  situation  where  there  may  be  cutbacks  in  Federal  employment  in  the 
United  States  itself. 

The  rights  of  which  I  speak  are  not  disputed  by  the  Administration.  In  fact, 
FPM  Letter  380-12,  dated  December  29,  1978,  addresses  them  directly.  En- 
titled, "Placement  Assistance  for  Panama  Canal  Zone  Employees,"  the  Letter 
sets  up  certain  high  priorities  for  their  assistance.  I  attach  a  reproduction  of 
that  Letter  as  Annex  II  as  evidence  that  there  is  no  disagreement  between  us 
and  the  Executive  Branch  regarding  these  placement  commitments. 

Our  concern  is  that  the  envisioned  program  does  not  go  far  enough  in  pro- 
viding a  statutory  basis  for  these  rights,  and  that  it  does  not  provide  the  re- 
sources or  the  personnel  to  enforce  it  expeditiously.  Therefore,  we  should  like 
to  solicit  your  support  for  an  amendment  to  Bill  H.R.  Ill  and /or  H.R.  1716  to 
establish  an  office  of  the  Special  Counsel  of  the  Merit  Systems  Protection  Board 
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located  in  the  offices  of  the  Company/Commission  where  Federal  employees  can 
have  direct  access  to  officials  cognizant  of  their  rights  and  able  to  require  their 
enforcement. 

A    SUGGESTED   AMENDMENT    OF    H.R.    lll/H.R.    1716 

I  should  like  to  ask  your  indulgence  to  permit  me  to  enter  as  Annex  III  to 
my  statement  a  draft  of  a  proposed  Bill,  which  would  establish  such  a  procedure 
and  office.  I  have  had  it  drafted  as  a  separate  Bill  but  it  could  easily  be  made 
a  part  of  H.R.  Ill  or  H.R.  1716. 

Basically,  what  the  draft  Bill  states  is  that  for  five  years  any  United  States 
national  who  was  employed  by  the  Canal  Company  or  Government  before  the 
entry  into  force  of  the  Treaties  shall  be  entitled  preferentially  to  obtain  em- 
ployment at  the  same  grade,  career  ladder  and  pay  in  the  United  States.  The 
remainder  of  the  Bill  establishes  and  funds  the  machinery  for  carrying  out 
this  provision,  locating  it  formally  in  the  office  of  the  Special  Counsel  of  the 
Merit  System  Protection  Board  established  under  Public  Law  95--i54,  portions 
of  wiiich  I  have  already  cited  on  previous  occasions  in  this  testimony. 

OTHER   AMENDMENTS 

You  will  be  receiving  proposals  for  specific  other  amendments  which  will  be 
presented  to  AFGE  Local  Union  representatives  speaking  for  employee  units 
which  we  represent.  I  endorse  their  proposals  completely  and  commend  them 
to  your  special  consideration  because  they  are  all  designed  to  improve  the 
efficiency  and  morale  of  the  employees  who  will  be  recruited  to  remain  in  the 
employment  of  the  Commission  or  other  Federal  agencies  after  the  Treaties 
come  into  force. 

CONCLUDING   STATEMENT 

We  have  presented  the  problems  created  by  the  Treaty  and  by  Public  Law  95- 
4.54  in  the  area  of  Labor-Management  Relations. 

One  of  the  steps  which  the  Congress  might  consider  to  overcome  the  problems 
inherent  in  Public  Law  95-454  is  a  amend  Section  7103(a)  (B)  (i)  to  read  as 
follows  (the  amendment  to  that  section  is  italicized) . 

"(i)  an  alien  or  noncitizen  of  the  United  States  who  occupies  a  position  out- 
side the  United  States,  excepting  that  any  such  alien  or  noncitizen  of  the  Vnited 
States  ser\iing  the  area  made  availahte  to  the  United  States  by  the  Republic 
nf  Panama  under  the  treaties  of  1911  shall  be  considered,  for  purposes  of  this 
Chapter,  as  if  employed  in  a  position  not  outside  the  United  States." 

Such  an  amendment,  or  one  similar  in  intent,  would  eliminate  the  problems 
we  have  been  discussing  regarding  the  extension  to  aliens  and  non-citizens  of  the 
United  States  of  the  protections  of  Title  VII  of  Public  Law  95-454. 

As  to  those  problems  which  will  arise  because  of  the  provisions  of  the  Treaties, 
as  distinct  from  Public  Law  95-4.54.  we  submit  that  many  of  these  are  difficult 
to  anticipate  in  concrete  terms  at  the  present  time  and  we  reserve  our  position 
on  those  issues  until  they  have  emerged.  However,  one  of  the  procedural  ways 
in  which  we  believe  they  can  be  best  anticipated  is  through  the  enactment  of  leg- 
islation such  as  that  which  I  have  proposed  in  Annex  III  to  this  statement. 

In  conclusion  I  wish  once  again  to  assure  you  of  the  fullest  cooperation  of  my- 
self and  my  staff  in  addressing  all  the  issues  which  will  arise.  Please  accept  my 
best  wishes  and  my  thanks  on  behalf  of  our  union  and  the  Federal  employees, 
both  United  States  nationals  and  those  who  are  aliens,  who  look  to  this  Com- 
mittee for  the  safeguarding  of  their  rights. 
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"SUBCHAPTER  IV— ADMINISTRATIVE  AND  OTHER  PROVISIONS 

"Sec. 

"7131.  Official  time. 

"7132.  Subpenas. 

"7133.  Compilation  and  publication  of  data. 

"7134.  Regulations. 

"7135.  Continuation  of  existing  laws,  recognitions,  agreements,  and  procedures. 

"SUBCHAPTER  I— GENERAL  PROVISIONS 

5  use  7101.         "§  7101.  Findings  and  purpose 

"(a)  The  Congress  finds  that — 

■.  "(1)  experience  in  both  private  and  public  employment  indi- 
cate-s  that  the  statutory  protection  of  the  right  of  employees  to 
organize,  bargain  collectively,  and  participate  through  labor 
oigiinizations  of  their  own  choosing  in  decisions  which  affect 
them — 

"(A^  safeguards  the  public  interest, 

"(B)  contributes  to  the  effective  conduct  of  public  business, 
and 

"(C)  facilitates  and  encourages  the  amicable  settlements  of 
disputes  between  employees  and  their  employers  involving 
conditions  of  employment;  and 
"(2)    the  public  interest  demands  the  highest  standards  of 
employee    performance    and    the    continued    development    and 
implementation  of  modern  and  progressive  work  practices  to 
facilitate  and  improve  employee  performance  and  the  efficient 
accomplishment  of  the  operations  of  the  Government. 
Therefore,  labor  organizations  and  collective  bargaining  in  the  civil 
service'  are  in  the  public  interest. 

"(b)  It  is  the  purpo.se  of  this  chapter  to  prescribe  certain  rights  and 
obligations  of  the  employees  of  the  Federal  Government  and  to  estab- 
lish procedures  which  are  designed  to  meet  the  special  requirements 
and  nf'cds  of  the  Government.  The  provisions  of  this  chapter  should  be 
interpreted  in  a  manner  consistent  with  the  requirement  of  an  effective 
and  efficient  Government. 

5  use  7102.  "§  7102.  Employees'  rights 

"Each  employee  shall  have  the  right  to  form,  join,  or  assist  any  labor 
organization,  or  to  refrain  from  any  such  activity,  freelj'  and  without 
foar  of  i)eiialty  or  reprisal,  and  each  employee  shall  be  protected  in  the 
exercise  of  such  right.  Except  as  otuerwise  provided  under  this  chapter, 
such  right  includes  the  right — 

"(1)  to  act  for  a  labor  organization  in  the  capacity  of  a  repre- 
sentative and  the  right,  in  that  capacity,  to  present  the  views  of 
the  labor  organization  to  heads  of  agencies  and  other  officials  of 
the  executive  branch  of  the  Government,  the  Congress,  or  other 
appropriate  authorities,  and 

"(2)  to  engage  in  collective  bargaining  with  respect  to  condi- 
tions of  employment  through  representatives  chosen  by  employees 
under  this  chapter. 

5  use  7103.  "§  7103.  Definitions;  application 

"(a)  For  the  purjmscof  this  chapter — 

"(1)  'person'  means  an  individual,  labor  organization,  or 
agency; 


431 

PUBLIC  LAW  95-454— OCT.  13,  1978  92  STAT.  1193 

"(2)  'employee'  means  an  individual — 
"  ( A)  employed  in  an  agency ;  or 

"(B)  whoso  employment  in  an  agency  has  ceased  because  of 
any  unfair  labor  practice  under  section  7116  of  this  title 
and  who  has  not  obtained  any  other  regular  and  substantially 
■equivalent  emplojTnent,  as  determined  under  regulations  pre- 
scribed b;y  the  Federal  Labor  Relations  Authority ; 
but  docs  not  include — • 

"(i)    an  alien  or  noncitizen  of  the  I'^nited  States  Avho 
occupies  a  posit  ion  outside  the  I'^nitod  States; 
"(li)  a  member  of  the  uniformed  services; 
"  (iii)  a  supervisor  or  a  management  oflicial ; 
"(iv)  an  oflicor  or  emi)loyee  in  the  Foreign  Seivioe  of  the 
United  States  einployed  in  the  Department  of  State,  the 
Agency  for  International  Development,  or  the.International 
Communication  Agency  ;■  or  .... 

"(v)  anv  person  who  participates  in  a  strike  in  violation 
of  section  7311  of  this  title;  ^  ^^^  ^3"- 

"(3)  'agency'  means  an  Executive  agency  (includmg  a  nonap- 
propriated  fiind   instrumentality  described  in  section  2105(c)  ^  ,,cr  omc 
of  this  title  and  the  Veterans'  Canteen  Service,  Veterans'  Admin-            5  UbC  zwb. 
istration) ,  the  Libraiy  of  Congress,  and  the  Government  Printmg 
Office,  but  does  not  include — 

"(A)  the  General  Accoimting  Office; 
"(B)  the  Federal  Bureau  of  Investigation; 
"(C)  the  General  Intelligence  Agency; 
"(D)  the  National  Security  Agency; 
"(E)  the  Tennessoo  Valley  Authority ; 
"(F)  the  Fe<lei-al  Labor  Relations  Authority ; 
or 

"(G)  the  Federal  Service  Impasses  Panel ; 
"(4)  'labor  organization'  means  an  organization  composed  m 
whole  or  in  part  of  employees,  in  which  employees  participate 
and  pay  dues,  and  which  lias  as  a  ptirpose  the  dealing  with  an 
agency  concerning  grievances  and  conditions  of  employment,  but 
does  not  include —  •        i    i 

"(A)   an  organization  which,  by  its  constitution,  bylaws, 
•     tacit   agreement   among  its   members,  or  otherwise,  denies 
membership  because  of  race,  color,  creed,  national  origin,  sex, 
age,  preferential  or  nonpreferential  civil  service  status,  politi- 
cal  affiliation,  marital   status,  or  handicapping  condition; 
"(B)   an  organization  wliich  advocates  the  overthrow  of 
the  constitutional  form  of  government  of  the  United  States; 
"(C)   an  organization  sponsored  by  an  agency;  or 
"(D)   an  organization  which  participates  in  the  conduct 
of  a  strike  against  the  Goveinment  or  any  agency  thereof  or 
imposes  a  duty  or  obligation  to  conduct,  assist,  or  participate 
in  such  a  strike; 
"(f))  'dues'  means  dues,  fees,  and  assessments; 
"(0)  'Authority'  means  the  Federal  Labor  Relations  Authority 
described  in  section  7104(a)  of  this  title;  -r,       i    i 

"(7)  'Panel'  means  the  Federal  Service  Impasses  Panel  (ie- 
scribed  in  section  7119(c)  of  thistitle; 

"(8)  'collective  bargaining  agreement'  moans  an  agreement 
entered  into  as  a  result  of  collective  bargaining  pursuant  to  the 
provisions  of  this  chapter; 
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Annex  II 

U.S.  Civil  Service  Commission, 
Federal  Personnel  Manual  System, 

Washington,  D.C.,  December  29, 1978. 
[FPM  Letter  330-12] 

Subject :  Placement  Assistance  for  Panama  Canal  Zone  Employees. 

Heads  of  Departments  and  Independent  Establishments 

background 

1.  The  Panama  Canal  Treaty  of  1977  states  that  it  is  the  policy  of  the  United 
States  Government  that  U.S.  citizens  vpho  were  employed  by  the  Panama  Canal 
Company  or  Canal  Zone  Government  prior  to  entry  into  force  of  the  Treaty  and 
who  are  displaced  from  employment  as  a  direct  result  of  implementation  of  the 
Treaty  will  be  provided  maximum  possible  placement  assistance.  Similar  place- 
ment assistance  will  also  be  provided  to  employees  of  other  U.S.  Government 
agencies  in  the  Canal  Zone  who  are  involuntarily  separated  as  a  result  of  treaty 
implementation.  In  addition,  special  placement  assistance  will  be  extended  to 
U.S.  citizen  employees  of  the  Panama  Canal  Company  or  Canal  Zone  Government 
who  desire  other  Federal  employment  in  the  United  States. 

2.  In  carrying  out  these  provisions  of  the  Treaty  and  national  policy,  the  Civil 
Service  Commission  (CSC)/Oflace  of  Personnel  Management  (0PM)  is  charged 
with  the  responsibility  for  developing  and  administering  a  Federal  Government- 
wide  placement  program  for  all  eligible  employees  who  request  placement  assist- 
ance. The  purpose  of  this  letter,  therefore,  is  to  explain  the  placement  assistance 
program  which  the  CSC/OPM  has  developed.  The  hiring  restrictions  outlined  in 
this  letter  generally  become  effective  April  1,  1979,  and  specifically  when  an  area 
office  informs  agencies  that  Canal  Zone  employees  are  available  for  employment 
for  positions  agencies  wish  to  fill. 

PLACEMENT   PRIORITY   LEVELS 

3.  Two  priority  levels  of  employment  consideration  have  been  established.  Pri- 
ority level  1  consists  of  those  U.S.  citizen  employees  of  the  Panama  Canal  Com- 
pany, the  Canal  Zone  Government,  and  other  Federal  agencies  in  the  Canal  Zone 
who  are  involuntarily  separated  as  a  direct  result  of  the  Treaty.  Priority  level  2 
consists  of  U.S.  citizen  employees  of  the  Panama  Canal  Company  or  Canal  Zone 
Government  who  wish  to  obtain  other  Federal  employment  in  the  United  States 
even  though  they  are  not  scheduled  for  separation.  With  certain  exceptions, 
agencies  will  not  be  able  to  fill  positions  by  any  means  when  priority  level  1  em- 
ployees are  qualified  and  available.  When  priority  level  2  employees  are  qualified 
and  available,  agencies  will  not  be  permitted  to  fill  positions  by  appointments 
from  outside  the  agency  (see  paragraph  8  below) . 

WAIVER    OF    SERVICE    REQUIREMENT 

4.  Sections  6-2  and  6-3  of  FPM  chapter  315  provide  that  Canal  Zone  employees 
must  have  at  least  1  year  of  service  under  the  Canal  Zone  merit  system  to  be 
eligible  for  noncompetitive  transfer  or  reinstatement.  The  CSC/OPM  has  waived 
this  requirement  for  the  noncompetitive  transfer  or  reinstatement  of  Canal  Zone 
employees  who  are  eligible  for  the  special  placement  assistance  program 
explained  in  this  letter. 

REGISTRATION    OF    CANAL    ZONE    EMPLOYEES 

5.  Priority  level  1  employees  will  be  permitted  to  register  throughout  the  life  of 
the  Panama  Canal  Treaty  of  1977  for  the  CSCs/OPM's  special  placement  assist- 
ance program  at  any  time  from  the  receipt  of  their  separation  notices  until  90 
days  after  the  effective  date  of  separation.  To  be  eligible  for  registration,  em- 
ployees must  meet  one  of  the  following  conditions:  (1)  be  in  tenure  group  I  or 
II  in  the  competitive  service  ;  (2)  be  in  the  excepted  service  and  have  competitive 
statu.s;  or  (3)  be  in  tenure  group  I  or  II  in  the  Canal  Zone  merit  system  or  its 
successor. 

6.  In  order  to  register  for  placement  assistance,  two  copies  of  the  modified 
Displaced  Employee  Registration  Form  shown  in  the  attachment  to  this  letter 
and  two  copies  of  Standard  Form  171  will  be  completed  jointly  by  the  agency 
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personnel  office  and  the  employee.  Agencies  in  the  Canal  Zone  are  responsible 
for  duplicating  their  own  supply  of  the  registration  forms.  Employees  will  be 
permitted  to  register  for  up  to  five  occupational  categories  for  which  they  qualify, 
at  the  grade  from  which  they  were  separated  and  all  other  lower  grades  which 
they  are  willing  to  accept.  Employees  currently  occupying  positions  at  grade 
GS-16  and  above  or  equivalent  will  be  permitted  to  register  only  at  grades  GS-15 
and  below  or  equivalent.  They  may  register  for  any  two  civil  service  regions 
or  for  one  region  and  Washington,  D.C.  In  certain  cases  where  an  employee  is 
having  unusual  difficulties  locating  employment,  the  CSC/OPM  may  permit  regis- 
tration in  additional  locations.  Employees  may  remain  in  the  program  for  up  to 
1  year  from  the  date  of  their  registration  or  separation,  whichever  is  later,  but 
will  be  removed  sooner  if  they  are  placed  in  a  continuing  Federal  position  or  if 
they  decline  an  offer  which  they  indicated  they  would  accept.  Employees  who 
decline  an  equivalent  offer  to  their  current  position  made  by  an  agency  located  in 
the  Canal  Zone  may  not  be  given  priority  level  1  consideration  although  they  may 
still  be  eligible  for  priority  level  2  consideration  if  they  meet  the  requirements. 

7.  Priority  level  2  employees  are  permitted  to  register  for  placement  assistance 
any  time  within  5  years  after  April  1,  1979.  In  other  respects,  registration,  eligi- 
bility and  duration  will  be  the  same  as  for  priority  level  1  employees. 

REFERRAL    OF    EMPLOYEES 

8.  CSC/OPM  area  offices  will  periodically  publish  a  list  of  series  and  grades  for 
which  priority  level  1  and  priority  level  2  employees  have  registered.  As  previ- 
ously stated,  agencies  may  not  fill  positions  in  the  competitive  service  by  any 
means  in  a  series  in  which  priority  level  1  employees  are  registered,  except  that 
this  restriction  does  not  apply  to:  (1)  career  promotions  and  similar  actions; 
(2)  actions  involving  exercise  of  reemployment  rights;  (3)  reassignment  of 
employees  subject  to  downgrading  caused  by  reclassification  because  of  error  or 
classification  standards  change;  (4)  reassignment  of  employees  found  physically 
disabled  for  current  positions  ;  (5)  repromotion  of  employees  involuntarily  down- 
graded without  personal  cause;  (6)  reassignment  or  demotion  of  employees 
to  satisfy  reduction-in-force  rights;  and  (7)  reassignment,  demotion,  transferor 
reinstatement  of  employees  scheduled  for  separation  by  reduction  in  force ;  major 
reorganization,  or  employees  scheduled  for  separation  or  .separated  after  declin- 
ing to  transfer  with  their  functions  outside  the  commuting  area.  The  referral  of 
a  priority  level  2  employee  only  restricts  the  agency  from  filling  a  vacancy  by 
appointment  from  a  civil  service  register,  transfer,  or  reinstatement,  (other 
than  reinstatement  or  transfer  of  a  Federal  employee  through  an  established 
agency  priority  placement  program) .  It  does  not  affect  the  filling  of  a  vacancy  by 
internal  actions  as  is  the  case  for  priority  level  1  employees. 

9.  When  an  agency  has  a  vacancy  (not  including  GS-16  and  above)  which  is 
expected  to  last  more  than  1  year  in  a  series  for  which  priority  level  1  and/or 
priority  level  2  employees  are  available,  it  must  contact  the  CSC's/OPM's  area 
office  from  which  it  received  the  list  and  request  referrals.  Employees  will  be 
referred  at  the  grade  of  the  vacancy  and  all  grades  above  that  grade  up  to  the 
full  performance  grade.  For  example,  if  an  agency  has  a  GS-9  vacancy  which 
has  a  full  performance  level  of  GS-11  employees  at  grades  9  to  11  will  be  referred. 
If  the  only  referral  is  at  GS-11,  the  agency  must  either  hire  that  employee  at 
that  grade  or  not  fill  the  position.  For  those  positions  in  a  formal  training,  intern, 
or  apprentice  program  or  formally  identified  as  trainee  positions,  displaced 
employees  will  be  referred  only  at  the  grade  of  the  position  and  not  at  higher 
grades.  Employees  who  already  have  obtained  the  knowledges  and  skills  which 
they  would  acquire  from  the  training  will  not  be  referred  for  trainee  vacancies. 
For  purposes  of  this  paragraph,  positions  will  be  considered  to  be  trainee  positions 
only  if  the  requirements  in  section  7-6  of  FPM  chapter  351  are  met.  Thus,  for 
example,  although  most  GS-5  professional  positions  are,  by  their  nature,  trainee 
positions,  they  are  not  automatically  considered  as  such  as  the  term  is  used  here. 

10.  In  addition  to  referring  priority  level  1  and  priority  level  2  Canal  Zone 
employees,  the  CSC/OPM  area  offices  will  also  refer  other  employees  in  the  regu- 
lar Displaced  Employee  Program.  In  these  cases,  the  displaced  employees  and  the 
Canal  Zone  employees  will  be  treated  the  same  and  the  priority  level  1  restric- 
tions on  agency  hiring  will  automatically  go  into  effect.  Displaced  employees 
will  not  receive  this  higher  degree  of  consideration  for  series  for  which  no  Canal 
Zone  employees  are  registered. 


434 


OBJECTIONS    TO    EEFEEEALS 


11.  Agencies  wishing  to  object  to  a  Canal  Zone  referral  may  do  so  only  if  he/she 
does  not  meet  the  qualifications  standards  published  by  the  CSC/OPM  or  selective 
factors  approved  by  the  area  oflBce. 

EXCEPTION    TO    MERIT    PROMOTION 

12.  The  placement  of  Canal  Zone  referrals  in  positions  with  known  promotion 
potential  is  permitted  as  an  exception  to  merit  promotion,  and  agencies  cannot 
require  competition. 

ELIGIBILITY  OF  CANAL  ZONE  EMPLOYEES  FOR  THE  DISPLACED  EMPLOYEE  PROGRAM 

13.  Those  priority  level  employees  who  would  normally  have  2  years  of  eligi- 
bility for  the  Displaced  Employee  Program  will  be  permitted  to  remain  in  that 
program  for  1  year  after  their  year  of  eligibility  under  the  special  placement  pro- 
gram outlined  in  this  letter  has  expired.  However,  if  they  are  removed  from  the 
special  placement  program  before  their  year  has  expired,  they  will  not  be  per- 
mitted to  be  in  the  Displaced  Employee  Program.  Unlike  priority  level  1  em- 
ployees, priority  level  2  employees  are  not  eligible  for  enrollment  in  the  CSC's/ 
OPM's  Displaced  Employee  Program  unless,  of  course,  a  future  action  changes 
their  status. 

CONTACTING  CANAL  ZONE  EMPLOYEES 

14.  Agencies  which  need  assistance  in  contacting  Canal  Zone  employees  may 
call  the  Panama  Canal  OflSce  in  Washington,  D.C. 

SUMMARY 

15.  We  recognize  that  the  hiring  restrictions  described  above  will  greatly  reduce 
agencies'  flexibilities  and  may  result  in  some  operating  difiiculties.  However,  these 
restrictions  are  consistent  with  Presidential  and  congressional  commitment  to 
assist  Canal  Zone  employees.  We  know  that  we  will  be  able  to  count  on  your 
full  support  in  this  important  effort. 

Raymond  Jacobson, 

Executive  Director. 
Attachment. 
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Attachment  to  FPM  Letter  330-  12 


DRAFT 


Sample  Copy  of  Modified  Registration  Sheet  * 
(Displaced  Employee  Program— Panama  Canal  Zone) 


UNITED  STATES  CIVIL  SERVICE  COMMISSION 
Displaced  Employee  Program— Panama  Canal  Zone 
MODIFIED  REGISTRATION  SHEET 


FOR 
COMMISSION      Expiration 
USE  ONLY        Date: 


I.   NAME  AND  ADDRESS  OF  REGISTERING  OFFICE 


2.    DATE  OF  REGISTRATION 


3.   NAME  OF  REGISTRANT 


(Last) 


(First) 


(Middle) 


4.    ADDRESS 


(Street) 


(City) 


(State) 


(Zip  Code) 


5.   SOCIAL  SECURITY  NO. 


8.  SEX 
rnMale 

□Female 


TENURE  GROUP 


QlB 


□  2A 

□  2B 


7.   DATES; 
SCD-RIF 


Advance  Notice_ 
Sepfiration 


9.    ACADEMIC  EDUCATION  LEVEL 


10.  SKILLS 

PRESENT  SKILL 
SKILL  2 
SKILL  3 
SKILL  4 
SKILL  5 


Pay  Plan 

D 

n 


Occupational  Series 

nnnnn 
Dnnnc 
nnnnc 

nnnnn 
nnnnn 


Present        Low 
Grade        Grade 


U.       GEOGRAPHIC  AVAILABIUTY-Use  blank  space  at  right 
to  express  geographic  availability  in  specific  terms.  If  available 
in  more  than  one  region,  so  specify.  Specify  State  or  States,  or 
major  metropolitan  areas  within  all  regions  where  employee  is 
available  for  appointment. 


13.  I  certify  that  the  above-named  employee 
is  entitled  to  D  Priority  Level  1 

n  Priority  Level  2 


12..  REASON  FOR  REGISTRATION 

I    I     Reduction  in  Force 

I    I     Declined  Relocation 

I    I     Desire  to  Leave  Canal  Zone 

'     Appointing  Officer  Date 
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Instructions  Fob  Completing  Modified  Registkation   Sheet 

GENERAL 

All  items  on  the  registration  sheet  are  to  be  completed.  Most  of  these  items 
are  self-explanatory.  Items  on  which  some  further  explanation  may  be  needed 
are  discussed  below. 

EXPLANATION  OF  REGISTRATION  SHEET  ITEMS 

1,  Name  and  address  of  registering  offlce. — The  registering  office  is  the  per- 
sonnel oflSce  of  the  agency  activity  from  which  the  employee  has  been,  or  is  to  be, 
displaced. 

2.  Date  of  registration. — Enter  the  date  the  registration  sheet  is  prepared. 

6.  Tenure  group. — Check  applicable  box  to  show  the  employee's  retention  stand- 
ing for  reduction-in-force. 

7.  Dates. — Enter  employee's  service  computation  date  for  reduction-in-force 
purposes. 

9.  Academic  education  level. — Enter  one  of  the  following  phrases,  as  appropri- 
ate :  No  high  school ;  High  School,  not  graduate ;  High  school  graduate ;  High 
school  certificate  of  equivalency ;  Terminal  occupational  program,  incomplete, 
Terminal  occupational  program,  complete ;  College  less  than  1  year ;  1  year  col- 
lege ;  2  years  college ;  College  associate  degree ;  3  years  college ;  4  years  college, 
no  degree ;  Bachelor's  degree ;  Bachelor's  degree  -f  ;  First  Professional  degree ; 
First  professional  degree  -f ;  Master's  degree ;  Master's  degree  +  ;  Sixth-year 
degree;  Sixth -year  degree  -j-  ;  Doctorate  degree;  Doctorate  degree  -f. 

10.  Skills. — Provision  is  made  for  registering  the  employee  in  his  present  skill 
and  in  as  many  as  four  additional  skills  for  which  he  meets  appropriate  qualifi- 
cation standards.  Register  him  under  "Present  Skill"  only  if  he  still  has  the 
abilities  and  skills  required  to  perform  the  duties  of  the  position  in  which  he 
last  served.  If  an  employee  has  fewer  than  four  additional  skills,  register  him 
for  those  which  he  has,  leaving  the  remaining  boxes  blank.  If  he  has  more  than 
four  additional  skills,  register  him  for  the  four  most  likely  to  provide  him  with 
placement  opportunities  at  or  near  his  present  grade  level. 

Pay  plan. — For  each  skill  in  which  the  employee  is  registered,  enter  the  appro- 
priate pay  plan  symbol  (GS,  "WG,  WL,  WS) . 

Occupational  series. — The  employee's  present  skill  is  represented  by  the  occu- 
pational series  that  includes  the  position  he  holds  or  last  held.  Similarly,  skills 
2  to  5  are  expressed  in  terms  of  an  occupational  series  for  which  the  employee 
meets  applicable  qualification  standards.  The  codes  and  definitions  in  the  Hand- 
hook  of  Blue  Collar  Occupational  Families  and  Series  are  used  to  identify  blue- 
collar  jobs ;  the  first  two  digits  represent  the  job  family,  the  next  two  or  three 
digits  designate  the  series.  The  appropriate  series  in  the  Handbook  of  Occupa- 
tional Groups  and  Series  of  Classes  are  used  to  identify  General  Schedule  posi- 
tions. The  applicable  series  designation  always  should  be  preceded,  if  necessary, 
by  enough  zeros  to  fill  the  five  boxes  allotted. 

Present  grade. — When  a  present  skill  is  shown,  enter  the  actual  grade  held  by 
all  General  Schedule  employees ;  for  wage  system  employees  convert  the  grade 
held  to  the  corresponding  grade  under  the  Federal  Wage  System.  (See  FPM 
Supplement  532-1,  Federal  Wage  System.)  For  skills  2  to  5,  enter  the  employee's 
present  grade  provided  he  meets  applicable  qualification  standards  for  the  par- 
ticular skill ;  otherwise,  enter  the  highest  grade  for  which  he  qualifies  in  that 
skill. 

Low  grade. — Enter  the  lowest  grade  which  the  employee  indicates  he  will 
accept. 

'Examples  of  skills  coding.— (1)  A  General  Supply  Ofiicer  GS-2001-12  is  coded 
as:  Pay  Plan— GS,  Occupational  Series— 02001.  Present  Grade— 12 ;  (2)  A  Mo- 
bile Equivalent  Servicer  W-5S-72-05  is  coded  as :  Pay  Plan — WG.  Occupational 
Series— 58072,  Present  Grade— 5. 

Geographic  availability. — Care  should  be  taken  to  indicate  geographic  avail- 
ability in  specific  terms.  Do  not  indicate  availability  throughout  a  particular  area 
unless  the  employee  is  in  fact  available  for  appointment  throughout  the  area. 
A  registrant  who  declines  an  employment  opportunity  in  a  locality  where  he  had 
previously  indicated  availability  is  no  longer  eligible  for  placement  assistance 
under  the  program. 
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13.  Appointing  Officer. — This  item  must  be  completed  by  the  appointing  officer 
who  should  clearly  indicate  the  priority  level  to  which  the  registrant  is  entitled. 
The  appointing  officer  must  then  sign  the  form  and  print  or  type  his  or  her  name 
and  title.  Failure  to  do  so  will  invalidate  the  registration. 


Annex  III 
Draft  Bill 

To  provide  that  United  States  nationals  employed  by  the  Panama  Canal 
Company  or  Canal  Zone  Government  shall  be  entitled  to  be  placed  in  civil 
service  positions,  and  for  other  purposes. 

Be  it  enacted  ]by  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America  in  Congress  asscmUed,  That  (a)  any  United  States  national  employed 
by  the  Panama  Canal  Company  or  Canal  Zone  Government  before  the  entry  into 
force  of  the  Panama  Canal  Treaty  shall,  during  the  5-year  period  beginning  on 
the  date  of  the  enactment  of  this  Act,  be  entitled,  upon  request  or  upon  termina- 
tion of  employment  with  the  Panama  Canal  Company,  the  Canal  Zone  Govern- 
ment, or  the  Panama  Canal  Commission  to  be  placed  in  a  position  in  the  competi- 
tive service  or  a  position  in  the  Senior  Executive  Service  held  by  a  career 
appointee  in  any  Executive  agency  (within  the  meaning  of  section  105  of  title  5, 
United  States  Code). 

(b)  Any  individual  entitled  to  be  placed  in  a  position  under  subsection  (a) 
shall  be  placed  in  a  position — 

(1)  having  the  same  grade  and  pay,  and 

(2)  having  the  same  duties  and  responsibilities  and,  to  the  maximum 
extent  feasible,  the  same  qualification  requirements, 

as  the  position  held  by  such  individual  before  being  placed  under  this  section. 

(c)  Notwithstanding  any  other  provision  of  law,  an  individual  entitled  to  be 
placed  in  a  position  under  subsection  (a)  shall  be  granted  preference  in  place- 
ment in  any  position  over  any  other  individual  granted  any  other  preference  or 
advantage  under  any  other  provision  of  law. 

Sec.  2.  (a)(1)  The  Special  Counsel  of  the  Merit  Systems  Protection  Board 
shall  establish  a  separate  office  to  receive  and  investigate  complaints  from  any 
individual  with  respect  to  placement  in  a  position  to  which  he  is  entitled  under 
subsection  (a)  of  the  first  section  of  this  Act. 

(2)  The  office  established  under  paragraph  (1)  shall — 

(A)  be  located  in  an  area  which  is  made  available  to  the  United  States  by 
the  Republic  of  Panama  under  the  Panama  Canal  Treaty  or  any  agreement 
with  respect  thereto  and  which  is  accessible  to  individuals  affected  by  this 
Act,  and 

( B )  be  composed  of — 

(i)  2  attorneys  who  shall  be  paid  at  a  rate  of  pay  not  in  excess  of  the 
maximum  rate  of  pay  for  GS-15  of  the  General  Schedule, 
(ii)  an  administrative  assistant,  and 
(iii)  3  clerical  personnel. 

(b)  (1)  If,  after  any  investigation  under  subsection  (a),  the  office  determines 
that— 

(A)  an  individual  entitled  to  be  placed  in  a  position  under  the  first  section 
of  this  Act  was  not  so  placed,  or 

(B)  an  individual  was  placed  in  a  position  which  does  not  meet  the  require- 
ments of  subsection  (b)  of  such  first  section, 

the  office  shall  report  its  determinations  to  the  Special  Counsel. 

(2)  If  the  Special  Counsel  concurs  in  the  determination  made  by  the  office, 
the  Special  Counsel  shall  refer  the  matter  to  the  Merit  Systems  Protection  Board 
and  shall  notify  the  Congress  of  such  referral. 

(3)  If  the  Board  concurs  in  the  determination,  it  shall  order  the  Office  of  Per- 
sonnel Management  to  place  the  individual  in  an  appropriate  position. 

(c)  (1)  The  office  shall  report  each  quarter  to  the  Comptroller  General  of  the 
United  States,  and  arrange  for  an  audit  of  the  office  before  the  close  of  the  first 
year  in  which  it  is  in  operation. 

(2)  The  Comptroller  General  shall,  after  the  audit  conducted  under  paragraph 
(1),  report  to  the  Congress  with  its  recommendations  with  respect  to  the  staff 
and  other  needs  of  the  office. 
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Sec.  3.  There  is  authorized  to  be  appropriated,  without  fiscal  year  limitation, 
the  sum  of  2  million  dollars  to  carry  out  the  punioses  of  this  Act,  except  that  not 
more  than  650,000  dollars  may  be  expended  in  the  first  fiscal  year  in  which 
such  money  is  made  available. 

Mr.  Meiklejohn.  Additional  statements  will  be  provided  by  the 
other  unions,  and  I  would  ask  that  these  be  included,  as  well,  when 
they  are  received. 

Senator  Levin.  They  will  be  so  included  upon  receipt. 

[The  prepared  statements  follow :] 

Prepared  Statement  by   Shannon  J.   Wall,   President,   National  Maritime 
Union  of  America,  AFL-CIO,  and  Chairman,  AFL-CIO  Maritime  Committee 

We  appreciate  this  opportunity  to  submit  the  following  statement  on  the 
Panama  Canal  Implementing  Legislation  on  behalf  of  the  AFL-CIO  Maritime 
Committee,  and  the  members  of  the  National  Maritime  Union  of  America, 
AFL-CIO,  who  are  employed  in  all  phases  of  activities  in  the  operations  in  the 
Canal  area.  More  specifically,  these  employees  are  directly  involved  in  the  move- 
ment of  the  ships  through  the  Canal. 

We  have,  since  the  Treaty  negotiations  began  some  thirteen  years  ago, 
avoided  taliing  a  position  on  the  Treaty.  Our  position  has  continually  been  to 
do  what  we  could  as  labor  unions  to  look  out  for  our  members  and  to  leave  the 
treaty  negotiations  to  those  expert  in  that  field.  Additionally,  because  we  are 
concerned  members  of  the  maritime  industry,  we  will  make  certain  recom- 
mendations pertaining  to  future  tolls.  Therefore,  the  following  comments  are 
not  intended  to  reflect  on  the  Treaty. 

In  our  appearances  before  the  House  Committees — Post  Oflice  and  Civil  Serv- 
ice, and  the  Merchant  Marine  and  Fisheries — we  asked  that  they  urge  the  Con- 
gress to  give  the  same  consideration  to  the  human  aspects  of  the  Treaty  that 
has  been  given  to  the  material  aspects.  In  our  opinion,  this  has  been  done  in 
H.R.  111. 

We  endorse  fully  the  position  of  the  AFL-CIO  taken  in  the  testimony  presented 
on  June  27,  1979,  before  your  Committee.  In  addition  to  endorsing  the  positions 
on  the  labor  aspects  of  the  implementing  legislation  as  presented  by  the  AFL- 
CIO,  we  submit  the  following : 

We  request  that  as  a  part  of  your  implementing  legislation  you  stipulate  that 
there  be  a  representative  from  the  labor  movement  and  the  maritime  industry 
on  all  boards  or  commissions  established  to  run  the  Canal. 

It  is  our  contention  that  the  two  major  elements  in  the  operation  of  this  Canal 
are  labor  and  the  transiting  merchant  ships.  In  this  regard,  it  is  essential  that 
labor  have  a  representative  at  the  highest  levels  to  assure  that  their  interests 
will  be  protected  regardless  of  what  legislative  guarantees  are  enacted  to  pro- 
tect their  interests.  In  our  long  experience  with  the  federal  agencies  we  have 
found  wide  gaps  between  what  is  enacted  through  legislation  and  what  actually 
happens  when  the  regulations  are  drafted  implementing  these  laws.  A  labor 
representative  would  serve  as  a  constant  watchdog  on  Ibehalf  of  the  workers. 
Also,  all  operating  boards  or  commissions  .should  receive  an  input  from  someone 
who  is  knowledgeable  on  maritime. 

The  Panama  Canal,  without  question,  is  a  maritime  entity.  Its  principle 
source  of  revenue  is  derived  from  merchant  vessels  transiting  the  Canal.  The  ef- 
fect the  current  tolls  or  any  future  tolls  will  have  on  the  mnritime  industry  will 
certainly  play  a  major  part  in  the  continued  functioning  of  the  Oanal.  Therefore, 
someone  with  an  understanding  of  the  maritime  indu-s;try  should  be  on  these 
boards  and  commissions  so  that  their  knowledge  will  be  readily  accessible  to 
those  operating  the  Canal.  We  have,  for  a  nimiber  of  years,  thought  it  foolish 
that  the  largest  waterway  in  the  world  did  not  have  a  member  from  the  maritime 
industry  on  the  hoard.  We  believe  that  Section  102  of  H.R.  Ill  adequately  pro- 
vides for  the  representation  that  we  believe  is  necessary. 

We  also  urge  the  elimination  from  the  cost  structure  of  the  operation  of  the 
Canal  all  items  of  expense  that  are  not  directly  related  to  the  movement  of  the 
ships  through  the  Canal.  This  should  include  any  additional  financial  commitments 
that  are  a  direct  result  of  the  Treaty.  It  makes  very  little  sense  to  us  that  the 
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financial  obligations  of  a  treaty  should  be  paid  for  'by  one  industry.  Rather,  we 
would  request  that  these  flnancial  obligations  be  paid  for  by  all  citizens.  It  is  our 
understanding  that  the  increased  financial  ol)ligations  cf  the  1955  Treaty  were 
borne  principally  by  the  federal  treasury.  This  would  also  be  in  compliance  with 
a  reservation  or  understanding  of  the  Senate  to  Article  III  of  the  Treaty  which 
states,  among  other  things,  that  before  the  tolls  are  adjusted,  consideration 
shall  be  given  to  the  effect  the  adjustments  would  have  on  the  trade  patterns  of 
both  countries.  Additionally,  this  reservation  requires  that  the  domestic  fleets, 
the  international  commerce  and  the  competitive  effect,  in  relation  to  other  means 
of  transportation,  have  to  l>e  considered. 

The  Comptroller  General  of  the  United  States,  in  a  report  to  the  House  of  Rep- 
resentatives in  November  of  1978,  made  the  following  observatiou  concerning  the 
Administration's  implementing  legislation : 

"Neither  tlie  new  Treaty  nor  the  draft  implementing  legislation  contain  pro- 
visions concerning  repayment  of  the  unrecovered  investment.  Thus,  if  any  of  it 
is  to  be  recovered  over  tiie  life  of  the  Treaty,  tlie  extent  and  method  of  repayment 
should  he  prescribed  by  law;  a  major  consideration  is  the  extent  to  which  the 
shipper  and  the  taxpayer  should  share  the  cost  of  the  unrecovered  investment." 

It  is  our  contention  that  the  major  portion  of  this  cost  should  not  be  borne  by 
the  shipper  nor  the  workers. 

We  are  very  much  concerned  that  if  the  "cost"  of  the  Canal  continues  to  rise, 
either  tJie  tolls  will  be  increased  to  the  point  w'here  they  will  be  directly  harmful 
to  our  merchant  marine — in  addition  to  encouraging  the  use  of  the  landbridge 
concept  that  is  disrupting  to  the  shipping  patterns  so  essential  to  our  merchant 
marine — or  these  increased  costs  will  be  taken  out  of  the  hides  of  the  workers, 
either  through  reduced  compensations  or  layoffs. 

The  interest  charge  computed  on  the  investment  of  the  United  States  in  the 
Panama  Canal  in  Section  413  of  H.R.  Ill,  is  an  item  of  expense  that  we  believe 
should  be  removed  from  the  toll  base. 

There  are  many  loyal  and  dedicated  I^.S.  employees  employed  in  the  Canal 
area,  as  well  as  their  ancestors,  who  have  helped  build  and  who  have  kept  the 
Canal  operating  these  many  years.  Many  of  these  people's  ancestors  were 
brought  to  the  area  from  the  West  Indies  by  the  United  States  to  construct 
the  Canal.  Their  descendants,  the  predominant  group  covered  by  the  Special 
Immigrants  Sections — 410  of  S.  1024  and  1611  of  H.R.  Ill— were  born  in  the 
Zone  and  became  Panamanian  citizens  through  a  change  in  the  Panamanian 
Constitution. 

When  U.S.  and  Panamanian  relations  were  less  stable,  many  of  these  people, 
because  they  were  loyal  employees  of  the  U.S.  Government,  followed  orders 
and  in  doing  so  took  actions  which  made  them  unpopular  with  the  Panamanian 
citizenry.  To  leave  these  people  without  the  choice  of  coming  to  the  United 
States  would  be  more  than  unfair. 

We  believe  that  Section  410  of  S^  1024  with  the  addition  of  Section  1611 
(a)  (3)(G)  of  H.R.  Ill,  would  adequately  cover  these  people.  Section  1611(c) 
of  H.R.  Ill,  with  the  7,500  individuals  limitation,  would  not. 

Thank  you. 

Pkepared    Statement    Submitted    by    Harold    A.    Schaitberger,    Legislative 
Director,   International  Association  of   Fire  Fighters.   AFIv-CIO-CLC 

Mr.  Chairman,  Members  of  the  Committee,  the  International  Association  of 
Fire  Fighters  is  grateful  for  this  opportunity  to  offer  our  views  on  the  Canal 
Zone  Implementing  legislation  now  being  considered  by  the  Senate.  We  have 
member  fire  fighters  currently  employed  in  the  Canal  Zone ;  those  men  are 
'concerned  that  equity  be  done  regarding  their  employment  futures.  The 
lAFF  gives  its  support  for  the  House  passed  bill  as  the  desired  regulation  of 
the  conveyance  of  the  canal  to  Panama. 

Any  bill  that  would  implement  the  treaty  agreement  whereby  Panama  ulti- 
mately assumes  ownership  of  the  canal  must  carefullv  go  about  the  codifica- 
tion of  rights  and  privileges  in  order  that  the  transition  period  accomplishes 
the  treaty  goals  without  serious  disruptions  in  canal  operations.  Likewise,  thpre 
should  not  be  serious  disruptions  of  the  lives  of  those  working  througli 
the  transition,  whether  or  not  they  remain  in  Panama,  return  to  the  United 
States,  or  are  RIFed  and  subsequently  rehired  in  Panama. 
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Fire  protection  becomes  no  less  a  vital  service  due  to  the  Panama  Canal 
Treaty  obligations.  We  are  concerned  that  firefighters'  rights,  as  well  as  the 
rights  of  other  employees,  are  not  ignored  during  efforts  to  pass  such  contro- 
versial legislation. 

The  House  passed  bill,  H.R.  Ill,  represents  how  reasonable  and  equitable 
measures  can  be  hammered  out  even  during  periods  of  hot  controversy.  There 
are  several  areas  that  we  were  concerned  about  that  have  been  included  in  H.R. 
111.  We  wish  to  highlight  them  for  we  feel  that  without  their  inclusion,  any  im- 
plementing legislation  will  be  inadequate  to  the  needs  of  canal  zone  employees. 

We  would  first  point  out  that  canal  zone  employees  have  always  been  and 
are  currently  agents  of  the  United  States  government.  This  is  important  because 
of  the  unique  position  of  the  canal  zone  based  on  the  purpose  of  the  enclave 
(operating  the  canal),  and  the  relationship  of  canal  zone  employees  vis-a-vis 
Panamanian  citizens.  Particularly  important  in  that  relationship  was  the  sta- 
bility found  throughout  every  strata  of  life  in  the  canal  zone  as  it  compared  to 
the  unrest  and  upheaval  that  periodically  visited  (it  seemed)  Panama. 

Our  firefighters  in  the  canal  zone  are  concerned  that  implementation  of  the 
treaty  will  for  the  first  time  expose  the  canal  zone  to  upheavals — not  neces- 
sarily political  or  social  upheaval,  but  the  disruption  and  uprooting  of  life  as 
canal  zone  employees  and  their  dependents  have  carved  out  for  themselves. 

H.R.  Ill  offers  several  measures  that  will  ensure  that  little  disruption  at- 
tends the  transition  period.  The  Fair  Labor  Standards  Act  has  had  its  applica- 
bility continued  which  will  protect  the  minimum  wage  and  fire  fighters'  hours 
standards.  The  bill  also  provides  that  the  terms  and  conditions  of  employment 
for  transferred  or  reemployed  employees  will  ensure  that  substantive  cut- 
backs are  avoided.  Section  202  provisions  on  terms  and  conditions  of  employ- 
ment are  absolutes  necessary  for  the  protection  of  employees  and  we  hope  that 
no  one  now  wishes  to  tamper  with  them. 

We  support  the  participation  of  a  person  experienced  in  labor  matters  on 
the  Commission's  Board.  It  is  important  that  someone  with  knowledge  of  the 
manpower  and  operating  elements  of  the  canal  serve  on  the  board. 

The  lAFF  is  concerned  about  the  job  security  for  fire  fighters  in  the  canal  zone 
who  were  placed  by  the  treaty,  effectively,  in  a  "contracting  out"  position.  They 
are  faced  with  having  to  train  their  replacements  but  may  not  be  accepted  by 
the  Panama  Government  fire  service  (this  is  contrary  to  the  acceptance  of 
RIFed  fire  fighters  specified  in  Article  X,  paragraph  7  of  the  Treaty).  However, 
H.R.  Ill  precludes  fire  station  transfer  above  the  two  stations  specified  in  the 
treaty  unless  they  are  understaffed  and  found  to  be  unnecessary  to  the  needs  of  the 
United  States. 

Finally,  the  early  retirement  provisions  provide  $8  per  month  bonus  for  haz- 
ardous duty  personnel.  Given  the  economic  realities  faced  by  all  of  us,  we  feel 
that  bonus  should  be  computed  on  either  a  percentage  basis  or  adjusted  for 
inflation. 

We  urge  prompt  action  by  the  Senate  on  this  matter.  H.R.  Ill  represents  the 
interests  of  all  parties  in  the  most  equitable  fashion  possible.  It  provides  a 
framework  for  transition  without  disruption  and  preserves  employment  oppor- 
tunity for  canal  zone  employees  who  have  made  great  sacrifices  to  ensure  the 
steady  flow  of  commerce  through  the  waterway.  On  behalf  of  this  organization 
and  its  members  we  thank  you  for  your  consideration  of  these  remarks. 


Prepared  Statement  of  the  Ambhiican   Federation   of   State,   County  and 

Municipal  Employees 

The  American  Federation  of  State,  County  and  Municipal  employees 
(AFSCME)  appreciates  the  opportunity  to  submit  a  statement  on  S.  1024,  the 
"Panama  Canal  Treaty  of  1977  and  Related  Agreements  Implementation  Act 
of  1979"  which  is  before  the  Senate  Armed  Services  Committee.  AFSCME,  which 
is  the  parent  body  of  Local  907  (Armed  Forces  Employees  Union)  and  Local  900 
(Panama  Canal  Company — Canal  Zone  Government  Employees  Union),  has  ap- 
proximately 4,500  members  in  the  Canal  Zone.  Our  member.ship  in  the  Canal 
Zone  encompasses  both  Panamanian  and  American  professional,  semi-profes- 
sional white-collar  and  blue-collar  workers. 
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In  its  testimony  before  tiie  Committee  on  behalf  of  its  aflBliates,  the 
AFL-CIO  has  urged  members  of  the  Committee  to  adopt  a  bill  similar  to  H.R.  Ill, 
the  "Panama  Canal  Defense  Act  of  1979,"  particularly  with  respect  to  Fair  Labor 
Standards  and  the  Labor-Management  Relations  Sections.  AFSCME,  too,  sup- 
ports H.R.  Ill  but  we  continue  to  qualify  that  support  by  voicing  our  concern 
with  two  provisions  of  the  legislation  which  AFSCME  would  like  to  see  broad- 
ened. These  two  provisions  are  addressed  below. 

Section  225  (Labor-Management  Relations)  of  H.R.  Ill  provides  that  nothing 
in  the  Act  shall  be  construed  to  affect  the  applicability  of  Chapter  71  of  title  5, 
United  States  Code.  We  believe  that  this  section  should  be  broadened  to  include 
bargaining  for  wages.  In  the  United  States,  salaries  and  fringe  benefits  are  deter- 
mined by  Congress  where  U.S.  labor  organizations  have  the  opportunity  to  present 
their  case.  However,  locally  in  Panama,  our  members  do  not  have  the  same  pro- 
tections. AFSCME  urges  that  a  labor  management  policy  which  provides  for 
wage  bargaining  be  adopted  for  employees  of  U.S.  agencies  in  Panama. 

Section  207  addresses  Retirement  Under  Special  Treaty  Provisions.  AVe  have 
special  concerns  for  our  non-U. S.  membership  under  this  section. 

During  negotiations  leading  to  the  present  treaty,  it  was  agreed  that  all  non- 
U.S.  citizen  employees  working  for  U.S.  Forces  in  Panama  would  receive  retro- 
active retirement  coverage  for  all  periods  of  employment  with  United  States 
Forces  during  which  they  were  not  participating  in  a  retirement  program.  This 
retroactive  payment  was  to  be  made  to  the  Social  Security  Agency  of  Panama  as 
outlined  in  Paragraph  2(b)  of  Annex  C  of  the  Agreement  in  Implementation  of 
Article  IV. 

If  Section  207  of  H.R.  Ill  were  to  pass  as  is,  it  would  leave  a  large  percentage 
of  the  employees  in  question  without  retroactive  retirement  coverage.  The  United 
States  was  committed  by  the  1955  Treaty  to  provide  retirement  coverage  for 
non-U.S.  citizens  employed  by  their  Forces  in  Panama,  but  the  government  failed 
to  comply  until  1975.  Even  then,  the  government  imposed  eligibility  criteria  that 
left  more  than  80  percent  of  the  employees  without  coverage.  This  is  the  situation 
today — a  blatant  injustice  that  can  and  must  be  corrected.  All  efforts  should  be 
exercised  to  insure  the  adoption  of  language  which  adequately  interprets  the  pro- 
visions of  the  treaty  and  provides  for  just  and  equitable  recognition  of  the  many 
years  of  dedicated  service  of  public  employees  in  the  Canal  Zone. 

We  have  tried  for  many  years,  unsuccessfully,  due  to  opposition  from  local 
administrators,  to  include  this  considerable  number  of  employees  in  the  Social 
Security  System  of  Panama.  We  consider  the  stipulations  in  Annex  C  of  the 
Agreement  in  Implementation  in  Article  IV  of  the  treaty  to  be  a  major  gain  for 
the  affected  employees. 

The  Canal's  eflBciency  throughout  the  past  64  years  and  its  contribution  to 
contemporary  civilization  are  the  product  of  dedication  and  laborious  efforts  on 
the  part  of  workers  who  toiled  sometimes  under  severely  unfavorable  conditions. 
We  believe  that  continued  efficient  operation  of  the  Panama  Canal  depends  pri- 
marily on  the  existence  of  a  work  force  satisfied  with  acceptable  working  con- 
ditions who  feel  secure  and  protected  in  their  jobs.  Moreover,  workers  want 
their  rights  and  benefits  protected  and  expect  that  the  commitment  made  by  the 
governments  of  the  United  States  and  Panama  during  treaty  negotiations  with 
respect  to  these  rights,  will  be  fulfilled. 

AFSCME  urges  that  members  of  the  Armed  Services  Committee  adopt  legis- 
lation in  line  with  H.R.  Ill  and  broaden  workers'  rights  and  benefits  as  out- 
lined above. 

NYK  Line, 

Nippon,  Yusen  Kaisha, 
Tokyo,  Japan,  June  26, 1979. 
Hon.  John  C.  Stennis, 
Chairman,  Committee  on  Armed  Services, 
U.S.  Senate,  Washington,  D.C. 

Dear  Senator  Stennis  :  I,  T.  Miura,  head  of  the  NYK  Line,  New  York  branch 
office,  am  the  United  States  Representative  of  the  Japanese  Shipowners'  Asso- 
ciation [the  "Association"],  and  am  authorized  to  make  this  statement  on  )»ehalf 
of  the  Association. 
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As  the  Committee  may  be  aware,  the  Association  has  expressed  its  view  con- 
cerning legislation  proposed  to  implement  the  Panama  Canal  Treaty  of  1977 
at  the  hearings  held  before  the  Panama  Canal  Subcommittee  of  the  House  of 
Kepresentatives  by  presentation  of  a  statement  on  March  9,  1979.  The  Associa- 
ti(m  also  presented  testimony  against  the  proposed  toll  increase  of  the  Panama 
Cuual  Company  at  a  public  hearing  held  on  June  11,  1979.  This  testimony  supple- 
mented written  statements  submitted  by  the  Association  expressing  its  views  in 
detail. 

On  those  occasions  the  Association,  as  the  representative  of  the  Japanese 
shipping  lines  which  as  a  group  are  the  largest  single  user  of  the  Panama  Canal, 
has  made  clear  its  position  against  increasing  Canal  tolls.  That  opposition  is 
based  upon  the  inevitable  adverse  effect  of  the  toll  increases  upon  steamship 
lines  and  shippers  which  use  the  Canal.  The  Association  has  pointed  out  that  it 
is  in  the  common  interest  of  ship  operators  and  the  Panama  Canal  Company  to 
mnintain  a  high  level  of  usage  of  the  Canal  by  making  a  maximum  effort  to 
stabilize  tolls.  Furthermore,  the  Association  has  endorsed  the  view  that  Congress 
should  be  advised  of  the  need  and  justification  for  any  future  increase  in  tolls 
(whether  by  direct  levy  or  by  change  in  Canal  measurement  rules)  with  the 
understanding,  set  forth  in  Section  414  of  H.R.  Ill,  that  the  interests  of  the 
United  States  and  the  interests  of  users  of  the  Canal  AAX)uld  be  taken  into  con- 
sideration in  weighing  the  need  for  future  toll  increases. 

The  Association  understands  that,  contrary  to  the  principles  of  Section  414  as 
well  as  the  principles  of  international  equality  upon  which  Canal  usage  has 
heretofore  been  based,  the  House  of  Representatives  has  amended  H.R.  Ill  to 
include,  (1)  a  provision  which  would  permit  Canal  authorities  to  discriminate 
against  non-U. S.  origin  or  destination  cargo  transiting  the  Canal,  and  (2)  pro- 
visions which  will  cause  Canal  authorities  to  request  a  toll  increase  greater 
than  the  21.8  per  cent  increase  now  pending. 

We  are  deeply  concerned  about  the  possibility  that  the  Panama  Canal  legis- 
lation ultimately  endorsed  by  the  Senate  might  include  similar  provisions,  and 
the  Association  thus  takes  this  opportunity  to  register  its  opposition  to  such 
provisions.  First,  the  enormous  toll  increase  would  come  on  top  of  an  approxi- 
mate 50  per  cent  cumulative  increase  in  tolls  in  the  last  five  years.  Second,  the 
potential  for  discriminatory  toll  rates  is  in  violation  of  the  principle  that  the 
Canal,  as  an  important  international  waterway,  should  be  open  on  an  equal  basis 
to  all  parties  and  countries. 

Tn  summary,  the  Association  respectfully  request.s  this  Committee,  in  lis:ht  of 
tlie  considerations  discussed  above,  not  to  approve  legislation  which  would  allow 
for  unjustified  future  toll  increases  or  toll  rates  which  discriminate  against  any 
cargo,  shipper  or  vessel. 


Sincerely, 


Takashi  Miura. 
(For  the  Japanese  Shipowners'  Association). 


Intebnational  Longshoremen's  Assoctatton — AFT^CIO-CLC. 

Washington,  D.C.,  July  3,  1979. 
Hon.  John  C.  Stennis, 

Chairman,  Committee  on  Armed  Services,  U.S.  Senate,  Russell  Senate  Office 
Building,  Washington,  D.C. 
Dear  Senator  Stennis  :  Enclosed  for  your  consideration  is  a  statement  re- 
flecting the  position  of  the  International  Lone.shoremen's  Association.  AFTv-CIO, 
with  respect  to  H.R.  Ill  and  S.  1024.  proposals  for  implementing  the  Panama 
Canal  Treaty  of  1977  and  Related  Agreements.  The  ILA  has,  from  the  outset, 
supported  H.R.  Ill,  and  we  believe  that  its  passage  in  the  House  of  Representa- 
tives last  month  was  a  fine  achievement  for  the  U.S.  maritime  industry. 

While  we  are  in  complete  accord  with  the  testimony  delivered  by  the  AFL- 
CIO  before  your  Committee,  there  are  ndditional  provisions  in  both  S.  1024  and 
H.R.  Ill  relating  to  rates  of  tolls  on  which  we  would  also  like  to  comment. 

I  would  be  happy  to  answer  any  questions  that  you  or  your  Committee  staff 
may  have  relative  to  our  position. 
Respectfully  submitted, 

Anthony  Scotto, 
Vice  President  and  Legislative  Director. 
[Enclosure.] 
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Prepared  Statement  in  Behaxf  op  Thomas  W.  Gleason,  President,  Inteir- 

NATTOX'L    LoXGSTTOREAfEX's   ASSOCIATION,    AFL-CIO.    BY   ANTHONY   SCOTTO,    ViCE 

President  and  Legislative  Director,  International  Longshoremen's  As- 
sociation, AFL-CIO 

The  International  Longshoremen's  Association,  AFL-CIO  (ILA)  files  this 
statement  before  the  Senate  Armed  Services  Committee  to  express  its  views  on 
H.R.  Ill  and  S.  1024,  proposals  for  implementing  the  Panama  Canal  Treaty  of 
1977  and  Related  Agreements. 

Overall,  the  ILA  supports  H.R.  Ill  for  reasons  outlined  in  this  statement  relat- 
ing to  those  issues  that  directly  affect  the  interests  of  its  members. 

The  ILA  represents  approximately  100,000  longshoremen  and  other  water- 
front craft  workers  from  Canada  to  Texas  on  the  Atlantic  Coast,  the  Gulf  Coast 
and  in  the  Great  Lakes.  It  also  represents  longshore  workers  in  Puerto  Rico  and 
other  ports  in  the  Caribbean.  These  workers  are  employed  in  the  day-to-day 
loading  and  discharging  of  vital  ocean  cargoes  and  handling  of  ocean-going 
vessels  that  are  integral  to  the  foreign  and  domestic  seaborne  trades  of  the  U.S. 

I.    the   interests    of   the   international   longshoremen's   association,    AFL-CIO 

The  ILA  has  always  supported  maximum  utilization  of  the  Panama  Canal 
for  it  is  in  the  national  interest  that  this  vital  waterway  operate  effectively.  More 
importantly,  it  is  in  our  best  economic  interests  that  the  waterway  operate  at  toll 
levels  that  will  encourage  ocean  trade,  particularly  by  American-flag  carriers, 
as  well  as  general  cargo  and  container  carriers  in  the  foreign  trades. 

As  high-value  cargo  transits  through  the  Canal  decline,  the  economies  of 
American  port  cities  become  seriously  threatened.  But  more  importantly,  the 
American-flag  merchant  marine,  the  largest  user  of  the  Panama  Canal,  will  be 
impeded  to  a  greater  extent  by  uncontrolled  and  capricious  tolls. 

II.    COMPARISON   OF  DIFFERING  POSITIONS   IN   H.R.    Ill   AND   S.    1024 

A.  Panama  Canal  Consultative  Committee 

H.R.  Ill,  the  implementing  proposal  that  passed  in  the  House  of  Representa- 
tives on  June  21,  1979,  establishes  a  Panama  Canal  Consultative  Committee  to 
advise  the  U.S.  Government  and  the  Government  of  Panama  on  matters  of  policy 
affecting  the  operation  of  the  Canal  during  the  transition  period.  The  commit- 
tee make-up  as  outlined  in  Cong.  Murphy's  bill  will  be  five  U.S.  representatives 
and  five  Panamanians,  serving  without  compensation. 

We  generally  prefer  the  language  in  H.R.  Ill  since  it  gives  the  private  sector 
a  role  in  the  administration  of  Canal  operations,  while  S.  1024  solely  provides 
for  U.S.  government  oflScials,  coordinated  by  the  Secretary  of  State,  to  administer 
operations  during  the  transition  period. 

H.R.  Ill  provides  that,  of  the  five  U.S.  representatives  on  the  Panama  Canal 
Commission,  at  least  one  U.S.  member  shall  be  "experienced  and  knowledgeable 
in  the  management  or  operation  of  an  American-fiag  steamship  line  which  has 
or  had  ships  regularly  transiting  the  Panama  Canal,  at  least  one  other  member 
shall  be  experienced  and  knowledgeable  in  the  business  of  exporting  one  of  the 
regular  commodities  dependent  on  the  Panama  Canal  as  a  transportation  route, 
and  at  least  one  other  such  member  shall  be  experienced  in  and  knowledgeable 
of  labor  matters  in  the  United  States."  The  ILA  supports  this  language. 

B.  Prescription  of  measurement  rnles  and  rates  of  tolls 

We  have  reviewed  the  two  separate  chapters  in  H.R.  Ill  and  S.  1024  having  to 
do  with  tolls  and.  in  general,  believe  that  H.R.  Ill  will  far  better  accomplish 
the  Committee's  objective  in  containing  excessive  tolls  that  could  be  economicall.v 
harmful  to  the  United  States. 

We  particularly  note  section  413(b)  of  H.R.  Ill  which  clearly  addresses  the 
procedure  for  interested  parties  in  the  case  of  a  change  in  rates  of  tolls  or  rules 
of  measurement  which  states,  in  part,  that : 

"After  consideration  of  the  relevant  matter  presented,  the  Commission  may 
revise  the  proposed  rules  of  measurement  of  rates  of  tolls,  as  the  case  may  be, 
except  that,  in  the  case  of  rates  of  tolls,  if  such  revision  proposes  rates  greater 
than  those  originally  proposed,  a  new  analysis  of  the  proposed  rates  shall  be 
made  available  to  the  public,  and  a  new  notice  of  the  revised  proposal  shall  be 
published  in  the  Federal  Register  apprising  interested  persons  of  the  opportunity 
to  participate  further  in  the  proceedings  through  submission  of  written  data. 
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views,  or  *  *  *  participation  in  a  public  hearing  to  be  held  not  less  than  thirty 
days  after  the  date  of  publication  of  the  new  notice.  The  procedure  set  forth  *  *  * 
shall  be  followed  for  any  subsequent  revision  of  the  proposed  rates  by  the  Com- 
mission which  proposes  rates  higher  than  those  in  the  preceding  proposal." 

We  believe  this  section  to  be  of  paramount  importance  in  light  of  the  fact  that 
excessive  tolls  could  undermine  the  economic  viability  of  the  Panama  Canal  by 
diverting  ships  to  other  routes  or  other  modes  of  transportation,  and  in  addition, 
it  serves  to  protect  U.S.  East  and  Gulf  Coast  port  operations  from  further  cargo 
diversions,  particularly  in  light  of  new  cargo  exports  and  imports  anticipated 
with  the  re-establishment  of  U.S.  trade  relations  with  the  People's  Republic  of 
China. 

In  this  regard,  we  wholly  differ  with  the  language  set  forth  in  S.  1024  which 
does  not  give  the  public  a  subsequent  opportunity  to  participate  further  in  rate 
change  proceedings,  stating  simply  that  after  advance  notice  of  up  to  three  months 
(in  the  Federal  Register)  of  a  proposed  change,  that  any  action  taken  by  the 
President  shall  be  considered  final. 

III.    ALTERNATE    MODES    OF    TBANSPOETATION 

A  1979  Panama  Canal  traffic  sensitivity  study  projects  approximately  1.7 
million  long  tons  of  cargo  to  be  diverted  from  the  Panama  Canal  by  a  25  percent 
toll  increase,  and  that  a  5.8-million-ton  diversion  could  result  from  a  40-percent 
rate  increase,  voyages  that  would  involve  shifts  of  markets  and  Far  East  Mini- 
bridge  connections. 

In  fiscal  year  1978,  12,600  transits  were  made  through  the  Canal.  Of  the  ap- 
proximately 142.5  million  tons  which  moved  in  fiscal  year  1978,  102.1  million 
tons  were  tons  moving  from  or  to  the  United  States  and  each  of  its  seacoasts,  a 
slight  increase  over  the  previous  year  due  almost  exclusively  to  Alaskan  north 
shore  oil  transits. 

Four  years  prior  in  fiscal  year  1974.  there  were  over  14,000  transits  made 
through  the  Canal.  Of  the  more  than  147  million  tons  of  commercial  ocean  traffic 
that  moved  in  that  year,  94  million  tons  were  tons  moving  from  or  to  the  United 
States. 

In  1974,  the  United  States  East  Coast  to  Asia  trade  route  reflected  56,900  long 
tons  of  cargo  moved  through  the  Canal.  Yet,  4  years  later  in  1978,  the  same 
trade  route  showed  a  decline  to  46,300  long  tons.  We  believe  there  are  two  dis- 
tinct reasons  for  this  drastic  decline  in  U.S.  East  Coast  to  Asia  trade ;  namely, 
it  is  an  era  when  Minibridge  movements  began  to  show  their  adverse  impact  on 
U.S.  East  Coast  cargo  movements,  and  it  is  a  period  that  spans  three  successive 
toll  increases  that  totalled  almost  50  percent  in  less  than  2  years. 

A  fresh  boost  of  21  to  34  percent  to  satisfy  immediate  payment  requirements  to 
Panama  under  the  treaties  will  only  serve  to  accelerate  diversion  of  cargo  ships 
still  utilizing  this  international  waterway.  Any  further  loss  in  trade  through  the 
Panama  Canal  will,  unfortunately,  have  effects  far  beyond  the  Canal  Zone  since 
the  waterway  is  an  integral  element  in  the  vast  flow  of  U.S.  foreign  commerce 
that  moves  through  Atlantic  and  Gulf  Coast  ports  to  to  all  areas  of  the  world. 

Rather  than  raising  additional  revenues,  excessive  tolls  will  result  in  fewer 
ships  using  the  waterway  as  freight  shippers  turn  to  alternative  methods  of  mov- 
ing sea-borne  commerce.  Alternative  transport,  such  as  the  cut-rate  Trans-Siberi- 
an Railroad  operated  by  the  Soviet  Union,  or  the  minibridge  system,  the  practice 
of  moving  international  containerized  cargo  by  direct  land-water  routes  instead 
of  the  all-water  route  through  the  Panama  Canal,  will  largely  benefit  from  in- 
creased tolls  because  the  Canal  will  inevitably  lose  its  competitive  edge. 

Only  last  year,  in  fact,  Sea-Land  Service,  Inc.,  the  largest  American-flag  con- 
tainership  operator,  terminated  its  inter-coastal  operations  between  the  East  and 
West  Coa.sts  of  the  U.S.  because  of  the  rising  costs  in  this  trans-canal  trade. 

In  mid-January  of  this  year,  Lykes  Bros.  Steamship  Co.,  a  New  Orleans-based 
carrier,  and  primarily  a  U.S.  East  Coast-West  Coast  carrier  operating  from  ILA 
Gulf  Coast  ports,  announced  plans  to  shift  a  sij^eahle  part  of  its  Far  East  opera- 
tions to  West  Coast  ports.  The  company  cited  the  effects  of  minibridge  on  Gulf- 
Orient  traffic  and  said  "uncertainty"  about  the  future  of  the  Panama  Canal  was 
another  factor  in  its  decision.  Lykes  also  said  that  the  "stability  of  the  Panama 
Canal  was  of  serious  concern"  to  them,  and  that  a  "West  Coast  to  Orient  route 
would  be  a  good  thing  to  have  a  hedge  against  whatever  might  happen  there" 
(in  the  Republic  of  Panama). 
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There  is,  therefore,  good  and  sufficient  reason  for  our  belief  that  excessive  toll 
increases  will  further  discourage  the  movement  of  cargo  through  the  Panama 
Canal  and,  in  our  view,  will  have  an  eventual  negative  effect  on  the  revenue- 
producing  capacity  of  Oanal  operations. 

Clearly,  the  last  three  toll  increases  are  beginning  to  have  their  adverse  effect 
on  liner  cargo  transits.  Liner  operators  are  loolving  for  other  methods  of  moving 
cargo,  such  as  following : 

A.  Minibridge 

(i)  Far  East  to  and  from  East  Coast  with  Continental  U.S.  transit  by  rail 
rather  than  by  Canal, 

(ii)  Eurocal  Minibridge — movements  to  and  from  California  to  Europe  with 
Continental  T.S.  transit  by  rail  rather  than  by  Canal, 

(iii)  Landbridge — movement  from  the  Far  East  with  movements  across  the 
U.S.  Continent  by  rail  rather  than  by  Canal,  and 

(iv)  Micro-bridge — the  concept  of  containers  moving  directly  from  Midwest 
areas  to  the  West  Coast  by  rail  for  Far  East  shipment  rather  than  through 
closer  East  Coast  ports, 

B.  Far  East  to  European  Traffic 

(i)   Movement  through  the  Suez  rather  than  through  the  Panama  Canal, 

(ii)  Trans-Siberian  Railroad — movement  by  rail  from  the  Far  East  across  the 
Soviet  Union. 

Of  all  the  above,  those  which  impact  the  American  economy  the  most  are  mini- 
bridge  movements.  Here  the  Panama  Canal  is  totally  avoided  and  American 
iniptjrt  and  export  cargoes  can  move  without  payment  of  any  tolls.  Millions  of 
tons  of  liner  cargo  have  been,  and  will  continue  to  be,  diverted  to  minibridge, 
a  practice  which  is  having  an  adverse  economic  impact  on  ILA  East  and  Gulf 
ports. 

At  the  present  time,  the  tariff  rates  for  liner  cargoes  moving  via  minibridge 
are  either  the  same,  or  less  than,  rates  for  moving  via  the  Panama  Canal  to  or 
from  the  East  Coast.  Similarly,  other  cargoes  now  moving  by  the  Canal  will  move 
to  the  Suez  or  Trans-Siberian  Railway  system  operated  by  the  Soviet  Union.  In 
fact,  the  Soviets  reported  recently  that  they  are  very  confident  that  transit  ship- 
ments by  the  Trans-Siberian  route  will  steadily  increase.  Approximately  76,000 
20-foot  containers  crossed  Soviet  territory  last  year. 

U.S.  inter-coastal  traffic  will  be  unable  to  compete  with  rail,  and  could  all 
but  disappear  except  possibly  to  Puerto  Rico  and  the  Caribbean  islands,  and 
in  the  Alaskan  oil  trade.  The  importance  of  the  Canal  to  the  U.S.  and  its  allies 
requires  its  continued  availability  at  tolls  competitive  with  the  above  alternate 
methods  of  cargo  movement.  Moreover,  the  world  shipping  industry  must  be 
assured  of  the  profound  interest  of  the  U.S.  in  protecting  such  availability  and 
rate  stability  long  after  the  treaties  are  implemented. 

It  is  essential  that  the  inter-coastal  services  of  the  United  States  always  be 
encourage,  and  many  attempts  are  being  made  to  accomplish  this.  When  a  ton 
of  vital  commodities  can  move  from  one  U.S.  coast  to  another  with  approximately 
half  the  fuel  consumption  necessary  to  move  the  same  cargo  by  inland  transporta- 
tion, the  ultimate  effect  on  the  conservation  of  energy  is  evident.  However, 
excessive  increases  in  Panama  Canal  tolls  could  and  would  adversely  affect 
any  plans  for  an  effective,  economic  utilization  of  this  important  waterway, 
for  too  many  increases  may  well  mean  the  end  of  inter-coastal  traffic.  This 
result  would  be  a  devastating  one  for  the  United  States  maritime  industry. 

We  wish  to  thank  you  for  giving  the  ILA  this  opportunity  to  express  our  views 
on  H.R.  Ill  and  S.  1024  and  we  stand  ready  to  meet  with  you  or  your  Committee 
staff  relative  to  our  position  as  stated. 

Mr.  Meiklejohn.  Thank  you,  Mr.  Chairman. 

Senator  Levin.  Let  me  give  you  a  date  on  which  the  record  will  be 
closed.  To  play  it  safe,  if  you  can  get  us  those  statements  by  Friday, 
it  would  be  appreciated. 

Mv.  Meiklf.johx.  We  will  do  our  best.  ]Mr.  Chairman. 

We  appreciate  the  opportunity  you  have  afforded  us  to  present  our 
vieAvs  on  S.  1024,  the  bill  "to  implement  the  Panama  Canal  Treaty 
of  1977  and  related  agreements,  and  for  other  purposes."  This  bill 
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represents  the  administration's  ideas  for  carrying  out  the  Panama 
Canal  Treaty  when  it  goes  into  effect  on  October  1,  1979.  Also  before 
the  Senate,  however,  is  H.R.  Ill,  the  bill  passed  by  the  House  of 
Representatives  last  Thursday  "to  enable  the  United  States  to  main- 
tain American  security  and  interests  respecting  the  Panama  Canal,  for 
the  duration  of  the  Panama  Canal  Treaty  of  1977." 

Tlie  AFL-CIO  supported  passage  of  H.R.  Ill  when  it  was  before 
the  House  of  Representatives  and  continues  to  give  this  bill,  which 
has  been  thoroughly  debated  and  improved  in  that  body,  its  strong 
support.  We  believe  there  are  serious  weaknesses  in  the  administra- 
tion's bill,  S.  1024,  particularly  in  respect  to  some  provisions  of  that 
bill  dealing  with  labor  standards  and  labor — management  relations 
for  employees  engaged  in  Panama  Canal  operations  under  the  terms 
of  the  Panama  Canal  Treaty. 

These  weaknesses  were  corrected  in  the  House-passed  bill,  and  they 
should  be  corrected  in  the  legislation  to  be  reconnnended  by  this  com- 
mittee for  carrying  out  the  treaty. 

Wo  believe  H.R.  Ill  contains  labor  provisions  essential  to  maintain- 
ing efficient  operation  of  the  canal  and  the  welfare  of  the  canal  oper- 
ations' employees  and  their  families. 

The  importance  of  these  provisions  has  been  stressed  not  only  by 
the  AFL-CIO  and  its  constituent  unions  in  the  Canal  Zone,  but  also 
by  the  administration  and  the  Government  of  Panama  in  the  treaties 
they  have  negotiated. 

In  August  1977,  the  AFL-CIO  Executive  Council  urged  ratifica- 
tion of  the  treaties,  pointing  out  that : 

Job  security  and  rights  of  workers  in  the  Canal  Zone,  both  T'.S.  and  Panama- 
nian, will  be  assured.  Since  1949,  the  AFL-CIO  has  called  for  justice  in  the  Canal 
Zone  in  arguing  for  equal  pa.v  for  equal  work,  so  that  Panamanian  citizens  would 
not  be  exploited  through  a  double  standard  of  remuneration.  Througli  the  years, 
particularly  during  the  long  and  arduous  periods  of  negotiations  groping  toward 
a  new  treaty,  the  AFL-CIO  has  maintained  a  vigilant  stance  concerning  workers' 
rights  in  the  Canal  Zone. 

This  stance  was  reaffirmed  by  the  executive  council  in  a  statement 
adopted  in  February  1978,  declaring  that,  and  I  quote: 

Our  supiwrt  was  and  is  based  upon  equitable  treatment  and  protection  of  all 
workers  in  the  Canal  Zone,  who  must  not  be  caught  in  the  middle  and  victimized 
as  a  result  of  their  Government's  foreign  policy. 

Of  special  concern,  of  course,  are  the  "job  rights  and  benefits  of  U.S. 
citizens  employed  in  the  Canal  Zone,  and  development"  in  concert  with 
the  unions  representing  Canal  Zone  workers  of  "full  and  complete 
protection  of  the  job  rights  and  benefits  of  all  these  workers." 

Of  course,  the  administration  is  as  aware  as  we  are  of  the  importance 
of  the  employment  conditions  and  labor-management  relations  pro- 
visions which  are  included  in  both  the  Panama  Canal  Treaty  and 
which  should  be  included  in  the  implementing  legislation.  Failure  to 
deal  effectively  with  these  matters  in  the  legislation  before  the  com- 
mittee would  have  the  most  serious  consequences  for  the  workers  in 
the  Canal  Zone,  both  U.S.  citizens  and  Panamanian,  most  of  whom  are 
re])resented  by  unions  affiliated  with  the  AFL-CIO. 

Any  such  failure  would  leave  the  rights  of  these  workers  in  a  limbo 
of  great  uncertainty  and  confusion.  This,  in  turn,  could  seriousl}'  im- 
peril the  continued  efficient  maintenance  and  operation  of  the  canal. 
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Mr.  Chairman,  I  do  not  believe  any  time  needs  to  be  spent  by  me  on 
discussion  of  the  need  for  passing  legislation  to  implement  the  Pan- 
ama Canal  Treaty.  That  treaty,  having  been  ratified  by  the  Senate,  is 
now  the  law  of  the  land.  The  task  of  the  Congress  now  is  the  develop- 
ment of  means  and  principles  to  carry  the  treaty  into  effect. 

As  T  indicated  at  the  outset,  it  is  our  feeling  that  H.R.  Ill,  the  bill 
passed  by  the  House,  is  the  measure  that  should  be  used  for  purposes 
of  the  necessary  statutory  hnplementation  of  the  treaty. 

I  would,  however,  like  to  discuss  some  of  the  basic  labor  protec- 
tions which  we  believe  should  be  included  in  the  legislation  which  will 
be  reported  by  this  committee.  All  of  these  basic  labor  protections  are 
included  in  H.R.  Ill,  some  of  them  are  not  included  in  S.  1024. 

H.R.  Ill  provides  for  a  supervisory  board,  the  Panama  Canal  Com- 
mission, containing  a  representative  of  labor  as  well  as  other  interests, 
to  maintain,  administer,  and  operate  the  Panama  Canal.  We  believe 
it  is  essential  that  a  labor  representative  be  included  as  a  member  of 
the  board  during  the  interim  period  when  the  role  of  U.S.  citizens  in 
tlie  operation  of  tlie  canal  is  being  gradually  phased  out  during  the 
20-year  period  before  the  canal  is  turned  over  in  toto,  except  for  de- 
fense purposes,  to  the  Republic  of  Panama. 

H.R.  Ill  provides  for  such  representation ;  S.  1024  does  not. 

Among  the  protections  assured  employees  by  H.R.  Ill  are  con- 
tinued application  of  the  Fair  Labor  Standards  Act,  as  amended,  to 
assure  all  employees  fair  minimum  wages  and  working  conditions; 
labor-management  relations  procedures  for  all  employees,  without 
regard  to  citizensliip,  as  set  forth  in  title  VII  of  the  Civil  Service  Re- 
form Act  of  1978 ;  early  retirement  provisions  for  employees  who  are 
displaced  or  elect  to  leave ;  the  use  of  toll  revenues  to  pay  the  cost  of 
labor  guarantees  and  benefits. 

These  are  basic  to  a  fair  and  effective  employment  system  during 
the  transition  period  while  the  canal  is  being  maintained  and  operated 
by  the  Panama  Canal  Commission. 

Some  of  these  provisions  of  H.R.  Ill  are  provided  for  in  one  form 
or  another  in  S.  1024,  while  others  are  not.  We  believe  the  employment 
system  provisions  of  H.R.  Ill  are  clearly  fairer  and  would  be  more  ef- 
fective in  assuring  efficient  and  economical  maintenance  and  operation 
of  the  canal  than  the  comparable  provisions  of  S.  1024. 

Since  there  are  indications  that  the  administration  would  find  many 
of  the  substantive  benefits  for  employees  contained  in  PI.R.  Ill  to  be 
either  satisfactory  or  unobjectionable,  there  seems  little  need  to  dis- 
cuss these  provisions  in  detail.  I  should  like  to  discuss,  however,  two 
provisions  of  H.R.  Ill  which  the  administration  appears  to  find 
objectionable. 

One  of  these  provisions  of  H.R.  Ill  calls  for  continued  application 
of  the  Fair  Labor  Standards  Act,  as  amended,  to  employees  "whose 
services  during  the  workweek  are  performed  in  a  workplace  within 
areas  or  installations  in  the  Republic  of  Panama  made  available  to  the 
United  States  pui-suant  to  the  Panama  Canal  Treaty  of  1977  and  re- 
lated agreements." 

The  other  makes  the  labor-management  relations  provisions  of  the 
Civil  Service  Reform  Act  of  1978  applicable  to  the  Panama  Canal 
Commission  and  the  operations  of  any  other  executive  agency  in  the 
area  called  the  Canal  Zone,  and  modifies  the  definition  of  "employees" 
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fis  used  in  that  act  to  apply  to  all  employees  thereof  ^vithoiit  regard 
to  nationality  or  citizenship. 

H.E.  Ill  stipulates  that  labor-management  and  employee  relations 
of  the  Commission,  other  executive  agencies  and  the  Smithsonian  In- 
stitution, their  employees  and  their  organizations,  "shall  be  governed 
and  reo-ulated  solely  by  the  applicable  laws,  rules,  and  regulations  of 
the  United  States." 

Continued  application  of  the  Fair  Labor  Standards  Act  and  title 
A^II  of  tlie  Civil  Services  Reform  Act  in  the  area  presently  called 
the  Canal  Zone  is  essential  if  peaceful  and  efficient  maintenance  and 
operation  of  the  canal  are  to  be  assured  during  the  20-year  period 
when  the  United  States  continues  to  bear  major  responsibility  in  con- 
nortion  witli  the  canal. 

It  is  essential,  too,  if  employees  in  this  area  are  to  be  treated  fairly 
■^nd  with  due  regard  to  their  dignity  and  welfare.  We  strongly  urge 
i:hat  these  provisions  be  included  in  the  bill  to  be  reported  by  this 
'Committee. 

3Ir.  Chairman,  we  have  given  a  good  deal  of  thought  to  the  ques- 
tion of  what  our  postui'e  should  be  in  regard  to  the  legislation  before 
you.  We  recognize  its  importance.  We  recoo-nizo  that  there  are  those 
in  the  Senate,  as  well  as  in  the  House  of  Representatives,  who  have 
serious  reservations  about  the  Panama  Canal  Treaty.  We  are  aware 
that  the  only  result  of  failure  to  pass  legislation  to  implement  the 
treaty  would  be  to  preclude  the  orderly  transition  and  operation  of 
the  canal  during  the  20  years  when  the  United  f^tates  still  bears  a  major 
sliaro  of  the  responsib;i1i<'A'  fo"  the  ^f^n^l's  operation. 

Our  unions  in  the  AFL-CTO  that  represent  employees  in  the  Canal 
Zone  started  out  with  differences  of  approach  and  substance  as  to  the 
kind  of  implementing  legislation  they  wanted  to  see  enacted.  As  the 
legislation  went  through  committees  and  the  House  of  Representatives, 
they  found,  however,  they  were  able  to  reach  agreement  on  the  em- 
ployment provisions  included  in  H.R.  111.  Tt  is  now  their  unified  view 
that  those  provisions  must  be  included  in  whatever  bill  is  reported  by 
the  conunittee. 

Our  unions'  agreement  on  the  employment  provisions  inclu'led  in 
H.R.  Ill  made  it  possible  for  them  to  give  stronir  support  to  the  bill 
when  it  was  debated  and  passed  by  the  House  of  Representatives  last 
week.  Th.is  was.  we  believe,  a  factor  of  great,  if  not  critical  importance 
in  assuring  passage  of  the  bill  no-ainst  the  opposition  of  some  ^Members 
of  that  bodv  who  seemed  unable  to  accept  the  idea  that  the  treaty, 
indeed,  had  been  ratified  and  that  the  task  before  the  Conirress  at  this 
time  is  enactment  of  legislation  to  implement  the  treaty  that  will 
protect  the  interests  of  the  Ignited  States  and  the  economic  welfai-e 
of  all  employees  engaged  in  the  continued  maintenance  and  operation  | 
of  the  canal. 

Our  unified  support  played  a  key  role  in  accomplishing  the  result- 
ing i)assa£re  of  H.R.  Ill — a  result  which  was  supported  and  was  hailed 
by  the  administration  as  a  siiinificant  achievement.  We  hope  we  will 
be  in  a  position  to  do  likewise  in  the  Senate. 

We  can  support  legislation  which  contains  the  employment  provi- 
sions included  in  JJ  Jl.  111.  Tf  these  i)rovisions  are  weakened,  however, 
we  would  have  to  give  serious  consideration  to  whether  we  could  con- 
tinue to  support  and  work  for  the  bill. 
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There  is  a  question  of  fairness  and  justice  involved  liere.  We  are 
concerned,  of  course,  with  maintaining  the  rights  and  benefits  of  U.S. 
citizens  who  have  devoted  a  great  part  of  their  working  lives  to  the 
canal.  But  we  are  also  concerned  with  the  rights  and  conditions  of  em- 
ployment of  the  far  larger  number  of  Panamanians  who  have  done 
likewise.  Unfortunately,  we  do  not  see  equal  justice  in  S.  102-4:. 

We  do  see  equal  justice  and  fairness,  and  the  promise  of  an  efficiently 
and  smoothly  operating  canal  in  H.R.  Ill,  and  we  urge  a  favorable 
report  on  it  by  this  committee  to  the  Senate. 

Thank  you.  Mr.  Chairman.  ^'] 

Senator  Levix.  Thank  you,  Mr.  Meiklejohn. 

We  have  heard  testimony  that  the  administration  made  commit- 
ments to  the  employees  in  Panama  during  the  treaty  negotiation  and 
ratification  periods  regarding  the  terms  and  conditions  of  their  em- 
ployment over  the  next  20  years.  Did  any  of  the  commitments  or  repre- 
sentations made  by  the  administration  go  beyond  the  provisions  of 
the  treaty  ? 

Mr.  Meiklejohx.  Xot  to  my  knowledge,  Mr.  Chairman.  Of  course, 
it  is  always  possible  that  there  were  such  discussions.  Of  course,  if  they 
were  secret,  nobody  would  know  about  them. 

To  my  knowledge,  there  were  no  such  deals  or  arrangements. 

Senator  Levix.  If  there  are  any  written  statements  or  representa- 
tions that  you  might  have  in  your  jfiles  or  in  the  unions'  files — the  files 
of  the  various  unions  for  which  you  are  speaking  this  afternoon — it 
would  be  helpful  if  you  would  forward  those  on  to  us. 

Mr.  ]Meiklejohx.  If  we  find  there  have  been  any,  we  will  do  so. 

Senator  Le'n^n.  What  is  the  current  mood  of  the  employees  down  in 
the  Canal  Zone,  if  you  Iniow  ? 

Mr.  ]\Ieiklejohx.  The  current  mood  of  the  employees  in  the  Canal 
Zone  at  the  present  time  was  described,  I  believe,  by  Governor  Parfitt 
in  his  statement.  He  said,  I  believe  yesterdaj^,  that  after  considerable 
turmoil  and  uncertainty  on  the  part  of  employees  of  the  canal,  i^assaoe 
of  H.R.  Ill  by  the  House  was  a  tremendous  shot  in  the  arm  for  them. 
We  believe  the  Congress  should  build  on  this  upbeat  mood  and  build 
on  H.E.  Ill  and  on  the  employment  provisions  of  that  bill,  which  are 
resi^onsible  for  this  upbeat  mood. 

Senator  Levix^.  Assistant  Secretary  Blumenfeld  testified  yesterday 
that  canal  employees  should  have  a  labor-management  system  that  is 
tailored  to  fit  the  "unique  situation  in  Panama,"  rather  than  title  VII 
of  the  Civil  Service  Reform  Act.  What  are  the  differences  between 
S.  1024  and  H.R.  Ill  in  this  area  and  why  do  you  prefer  title  VII? 

Mr.  Meiklejohx.  Senator.  I  believe  one  of  the  principal  reasons  for 
preferring  H.R.  Ill  over  S.  1024  in  this  respect  is  that  H.R.  Ill 
relies  upon  a  legislated  collective  bargaining  system  which  vras  the 
subject  of  extensive  discussion  and  consideration  by  the  last  Congress. 
It  is  a  system  under  which  rules  are  set  which  are  binding  not  only  on 
the  employees,  but  on  the  agencies  themselves.  It  is  precisely  the  idea 
of  a  system  tailored  to  pai'ticular  conditions  that  wo  find  raises 
difficulties. 

We  think  there  is  much  more  to  be  said  for  uniform  treatment  of 
employees  based  on  unique  or  so-called  unique  conditions. 

Every  agency,  so  far  as  I  know,  thinks  that  its  conditions  are  unique. 
We  hear  this  time  and  time  again  even  under  the  present  system,  but 
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particularly  under  the  old  Executive  order  system  where  the  ap:encies 
themselves  determined  the  conditions  under  which  collective  bargain- 
in  <r  went  on. 

Senator  Levix.  "What  would  be  unique,  as  I  understand  it,  is  that 
title  VII  does  not  apply  to  any  non-IT.S.  employees  anywhere  in  the 
world. 

Mr,  Meiklejoiiist.  Under  H.R.  Ill,  title  VII  would  apply  in  Panama. 

Senator  Levin.  This,  then,  would  be  the  only  place  where  it  would 
apply. 

Mr.  Meiklejohn.  That  is  correct.  This  is  the  one  place  where  it  has 
now  arisen. 

This  does  not  mean  that  it  might  not  apply  elsewhere  in  the  future. 

V^enator  Levin.  Thank  you. 

Senator  Exon  ? 

Senator  Exon.  Thank  you,  Mr.  Chairman. 

INIr.  Meiklejohn,  I  appreciate  your  testimony.  Perhaps  you  could 
clear  up  a  ])oint  or  two  for  me. 

Let  me  follow  up  on  what  the  chairman  just  asked.  Specifically  is  it 
your  understanding  that  the  House  bill  compensates  the  employees 
for  eai'ly  retirement  out  of  canal  revenues? 

INIr.  JNIeiklejohn.  Under  the  House  bill,  they  would  be  compensated 
out  of  appropriated  funds. 

Senator  Exon,  Not  out  of  canal  revenues? 

Mr.  Meiklejohn.  To  the  extent  that  the  canal  revenues  provide  for 
those  funds,  they  would  be  compensated  out  of  the  toll  revenues. 

Senator  Exon.  Perhaps  I  can  make  my  question  a  little  clearer. 

Yesterday  we  were  provided  by  the  chairman  with  round  figures  on 
anticipated  expenses  that  would  have  to  come  from  the  taxpayers  of 
the  United  States.  One  of  the  items  was  a  figure  that  I  believe  was 
$205  million,  estimated  over  the  next  20  years,  which  basically  would 
be  used  for  early  retirement  of  people  who  did  not  wish  to  continue 
to  work. 

Is  it  your  understanding  that  we  would  have  to  continue  that  $205 
million  appropriation  under  the  House  bill,  or  would  that  be  all  or 
partially  taken  care  of  by  revenues  from  the  proceeds  of  the  canal  ? 

Mr.  Meiklejohn.  I  believe  that  would  be  an  obligation  of  the  United 
States  and  I  think  we  would  assume  that  obligation  to  the  extent  toll 
I'evenues  were  insufficient  to  do  so. 

Senator  Exon,  Have  we  clarified  that  it  would  not  be 

Mr.  Meiklejohn.  Am  I  mistaken  on  that? 

Senator  Levin.  I  think  Mr.  Meiklejohn  is  wrong  on  that.  Perhaps 
we  can  get  Governor  Parfitt  to  join  us  for  just  a  moment  or  two. 

Let's  be  informal  for  a  moment.  We  all  know  Governor  Parfitt  and 
we  want  to  get  this  question  answered. 

Senator  Exon.  The  Governor  has  been  here  every  hour  on  the  hour. 

Governor  Parfitt.  Technically,  the  statement  made  is  correct  in 
that  the  funds  would  be  appropriated  to  pay  it.  But,  in  fact,  it  would 
come  from  toll  revenues. 

Senator  Levin.  Under  H.R.  111. 

Governor  Parfitt.  Under  PI.K.  111. 

Senator  Exon.  It  would  not  come  from  the  taxpayers  ? 

Governor  Parfitt.  That  is  correct,  sir.  It  would  not  come  from  the 
taxpayers. 
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Senator  Exon.  That  is  what  I  wanted  to  know. 

Senator  Levin.  Is  it  correct  that  it  would  be  just  a  conduit — the 
appropriation  would  be  a  conduit? 

Governor  Parfitt.  The  appropriation  would  be  a  conduit,  but  ac- 
tually toll  revenues  would  pay  for  the  early  retirement  benefits  under 
H.R.  111.  They  would  not,  under  the  administration's  bill. 

Senator  Levix.  Governor,  would  you  be  kind  enough  to  remain  at 
the  witness  table.  I  want  to  follow  up  Senator  Exon's  questions,  when 
he  has  concluded  his  questioning,  with  something  wliich  he  raised  yes- 
terday. I  believe  you  can  help  us  clear  that  up. 

Senator  Exon.  The  other  question  that  I  have,  Mr,  Meiklejohn,  is 
this.  I  am  sure  that  since  you  are  here  representing  the  American  Fed- 
eration of  Labor  that  you  are  interested  in  the  rights  of  the  workers 
down  there.  I  am  sure  the  AFL-CIO  is  also  interested  in  the  imple- 
mentation of  the  treaty  under  the  terms  on  which  it  was  approved  and 
ratified  by  the  Senate  last  year. 

Is  it  your  opinion,  as  a  man  familiar  with  this  general  area,  that 
the  House  bill  does,  in  fact,  do  that  ? 

]\Ir.  ]\Ieiklejohn.  Yes,  it  is  our  opinion. 

Senator  Exon.  Thank  you,  Mr.  Chainnan. 

Senator  Levin.  Let  me  address  this  next  question  to  Governor  Par- 
fitt because  of  a  number  of  questions  which  were  raised,  I  thought  very 
appropriately,  by  Senator  Exon  yesterday. 

Perhaps  you  can  help  us  with  our  understanding  of  this.  Governor. 

As  of  right  now,  the  Company  pays  retirement  benefits  to  both 
Panamanian  and  United  States  citizens.  Is  that  correct  ? 

Governor  Parfitt.  The  Company  does  not.  The  Company  pays  into 
the  civil  service  retirement  fund  and  the  fund  pays  all  retirees. 

The  Company  does  contribute  to  the  retirement  of  Panamanians 
and  U.S.  citizens. 

Senator  Levin.  Thank  you  for  that  clarification.  The  fund  into 
which  you  pay  pays  for  both. 

Governor  Parfitt.  That  is  correct,  sir. 

Senator  Levin.  Does  that  fund  pay  the  same  retiremejit  benefits 
to  your  employees  regardless  of  whether  they  are  Panamanian  or  U.S. 
citizens  now? 

Governor  Parfitt.  That  is  correct,  sir. 

Senator  Levin.  Is  that  also  the  requirement  of  present  law,  do  you 
know  ? 

Governor  Parfitt.  Yes,  sir. 

Senator  Le\^n.  Is  it  a  requirement  of  the  treaty  that  whatever 
retirements  are  paid  to  this  new  entity's  employees  be  paid  equally 
to  Panamanians  and  Americans  ? 

Governor  Parfitt.  I  don't  know  that  it  treats  each  individual 
benefit,  but  it  contemplates  that  nondiscriminatory  treatment  be  af- 
forded to  all  employees.  So  to  that  extent  it  would  apply  to  every 
benefit,  which  would  go  equally  to  all  of  our  employees,  whether  they 
be  United  States  or  non-United  States.  There  is  an  exception  to  this, 
which  is  tropical  differential  pay,  which  is  considered  to  be  nondis- 
criminatory. This  goes  to  an  individual  who  is  hired  from  outside  the 
Isthmus  of  Panama. 

Senator  Levin.  Even  technically,  that  would  be  nondiscriminatory, 
as  I  understand  it,  if  a  Panamanian,  for  instance,  was  recruited  and 
hired  in  the  United  States. 
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Governor  Parfitt.  You  are  precisely  correct. 

Senator  Levin.  If  there  is  an  early  retirement  benefit  that  is  going 
to  be  paid,  is  it  your  understanding  that  it  is  going  to  be  paid  out  of 
tolls  under  H.R.  Ill  and  that  any  early  retirement  benefit  that  is 
going  to  be  paid  must  be  paid  to  Panamanians  and  Americans  on  the 
same  basis  ? 

Governor  Parfitt.  That  is  correct,  sir. 

Senator  Levin.  Thank  you. 

Senator  Exon,  do  you  have  any  further  questions  of  the  Governor? 

Senator  Exon.  Let  me  follow  up  on  this. 

Governor,  you  said  that  the  Company  pays  into  the  fund  that 
pays  for  retirement  benefits  of  both  Panamanians  and  non-Pana- 
manians that  work  for  the  Company.  Is  that  correct  ? 

Governor  Parfitt.  Yes,  sir.  We  contribute  to  the  fund  in  like 
manner  to  any  other  Federal  agency.  I  believe  we  contribute  7  percent 
of  the  employee's  salary  and  he  contributes  7  percent.  It  applies  equally 
in  our  case  to  Panamanians  and  U.S.  citizens. 

Senator  Exon.  Following  up  on  that,  the  American  taxpayer  has 
not,  in  the  past,  paid  any  money  into  the  retirement  fund  at  all  ? 

Governor  Parfitt.  Well,  to  the  extent  that  the  fund  is  whole  and 
liquid — I  don't  know  that  the  fund,  as  a  whole,  is  totally  adequate  or 
not.  I  understand  there  are  some  unfunded  liabilities. 

Senator  Exon.  Do  vou  mean  some  money  has  been  stolen  from  the 
fund? 

Governor  Parfitt.  No.  Like  many  funds,  like  the  social  security 
fund,  for  instance,  it  may  not  be  adequately  funded  to  take  care  of 
things  in  the  future.  I  think  tlie  Office  of  Personnel  Management  would 
have  to  address  that.  We  have  nothing  to  do  with  those  kinds  of  f  mids. 

All  I  am  suggesting  is  that  the  fund  may  not  be  adequately  financed. 
In  other  words,  the  funds  contributed  may  not  completely  cover  the 
retirement  benefits. 

Senator  Exon.  Let's  go  to  the  $205  million  figure  about  which  we 
spoke  yesterday  and  which  I  brought  up  a  few  moments  ago.  This  $205 
million  as  I  understand  it,  would  be  money  that  we  would  have  to 
appropriate  from  taxpayer  sources  to  pay  into  the  fund. 

Governor  Parfitt.  Tliat  is  correct. 

This  fund  is  controlled  and  administered  by  the  Civil  Service  Com- 
mission, now  the  Office  of  Personnel  Management.  Dr.  Campbell,  the 
head  of  that  agency,  testified  this  morning  that  the  $205  million  now, 
in  their  best  estimate,  is  $219  million. 

Senator  Exon.  Is  it  up  to  $219  now  ? 

Governor  Parfitt.  That  is  the  fi<rure  to  which  he  testified  today. 

Senator  Le^tn.  That  is  the  inflation  from  yesterday.  Senator. 
fGenoral  lau.o-hter.] 

GoA'ornor  Parfitt.  Actuallv.  that  is  the  fiofure  that  has  been  used 
for  quite  some  time.  It  is  computed  to  require  on  an  annualized  basis, 
if  it  comes  out  of  tolls,  $1  fi.7  million  a  vear.  This  is  the  amount  of  money 
which  is  considered  to  be  the  unfunded  costs  that  would  be  placed  on 
the  retirement  fund  if  the  early  retirement  provisions  of  the  bills  are 
provided. 

Senator  Exon.  I^t  me  get  back  to  you,  Mr.  Meiklejohn. 
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As  I  understand  it,  the  theme  of  this  testimony  has  been  that  we 
want  to  make  every  encouragement  to  keep  those  people  down  there 
because  they  need  them — theoretically  all  of  them — for  the  continued 
best  operation  of  the  Panama  Canal. 
Mr.  MEiKLEJOHisr.  That  is  correct. 

Senator  Exon.  Do  you  expect  that  there  are  going  to  be  a  number  of 
people  leaving,  more  than  the  normal  attrition,  with  the  changeover 
that  is  supposed  to  take  place  in  October  ? 

Mr.  Meiklejohn.  As  I  understand  it,  there  has  been  a  kind  of  wait- 
ing game  played  down  there  to  see  exactly  what  Congress  is  going  to 
do  with  this  legislation. 

The  objective  of  the  legislation  obviously  will  be  to  keep  those  who 
are  needed  for  the  efficient  operation  of  the  canal,  to  the  extent  that 
it  is  possible  to  do  so. 

One  of  tlie  ways  of  doing  this  is  to  make  clear  that  those  who  wish 
to  leave  will  not  suffer  unduly.  This  has  been  one  of  our  main  concerns, 
too. 

Senator  Exon.  Is  there  a  possibility  that  some  of  those  individuals 
might  want  to  leave  Panama,  might  want  to  come  back  to  work  in  the 
District  of  Columbia  or  somewhere  else  and  therefore  we  might  not 
have  to  worry  about  funding  of  early  retirement? 

^Ir.  Meiklejohn.  They  will  have  to  balance  the  advantages  of 
early  retirement  and  the  25-percent  differential  against  various  other 
considerations  of  continuing  to  work  down  there  and  the  other  ad- 
vaiitages  and  disadvantages  of  coming  back  to  the  United  States. 
Senator  Exox.  Thank  you,  Mr.  Cliairman. 

Senator  Levhst.  I  think  there  is  still  some  confusion — at  least  there 
is  in  mv  mind — about  this  figure  and  wliere  it  comes  from. 

The  $205  million  figure  was  an  administration  estimate  of  March  29, 
1979.  By  the  way,  the  GAO  has  estimated  ?^265  million  for  June  4, 
and  the  House  of  Representatives  under  its  bill  estimates  $314  million 
for  the  same  benefit. 

The  questioii  I  want  to  get  at  is  this.  Who  is  goinof  to  pay  the  $205 
million,  or  $265  million  or  $-314  million — whatever  the  fifyure  turns 
out  to  be?  Assuming  H.R.  Ill  were  passed,  it  is  going  to  be  the  tax- 
pavers  or  the  tollpayers.  Governor  Parfitt? 

Governor  Parfitt.  First,  let  me  say  that  the  administration  esti- 
mates on  the  additional  costs  of  early  retirement  have  been  made  and 
are  made  by  the  appropriate  agency,  which  is  the  Office  of  Personnel 
Management.  "We  have  not  made  any  such  estimate. 

Senator  Leatx.  T  am  not  challenginp:  that.  There  are  three  different 
estimates  that  have  come  out  in  the  last  3  months,  but  that  is  not  really 
mv  point.  Mv  point  is.  who  pays  it  ? 

Governor  Pakfitt.  To  reiterate,  under  H.R.  Ill,  the  tolls  will  pay 
for  that  cost. 

Senator  Exox.  And.  therefore,  if  H.R.  Ill  becomes  the  instrument 
that  is  finallv  agreed  to,  we  therefore  could  strike  the  $205  million 
fio;ure — or  whatever  the  number  is — off  the  total  estimate  which,  if  I 
understand  it  correctlv.  would  reduce  the  taxpayer  outlay  from  the 
original  estimate  of  $780  million  for  the  implementation  period  be- 
tween now  and  the  year  2000.  We  would  have  that  much  of  a  saving. 
Is  that  correct  ? 
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Governor  Parfitt.  That  is  correct. 

Senator  Exon.   That  is  good  news. 

Senator  Levin.  At  least,  if  we  took  that  portion  of  H.R.  111.  There 
are  other  portions  which  add  some  dollars  and  still  other  portions 
which  add  some  other  things.  But  this  portion  would  save  us  $205 
million.  Is  that  right,  Governor?  It  would  save  $205  million,  or  $219 
million,  or  whatever  the  figure. 

Governor  Parfitt.  It  would  save  the  taxpayer  that  amount  of 
money  and  would  transfer  it  to  the  ships  going  through  the  Panama 
Canal. 

Senator  Levik.  Thank  you. 

That  is  an  amendment  which  was  similar  to  the  reservation  of 
Senator  Cannon  last  year.  It  is  the  amendment  which  Senator  Percy 
proposed  this  morning.  He  also  suggested  the  interest  payments  come 
out.  It  is  what  H.R.  Ill  has  in  it.  It  is  what  a  number  of  people  have 
ex])ressed  some  support  for. 

But  there  has  been  a  little  confusion,  not  only  as  to  the  figure,  but 
as  to  how  it  would  be  paid. 

Senator  Exon,  do  vou  have  any  further  questions  for  Governor 
Parfitt? 

Senator  Exon.  Xo;  I  do  not.  Tliank  you.  Governor,  and  thank 
you,  Mr.  Chairman. 

Senator  Levin.  Mr.  Meiklejohn,  could  you  estimate  for  us  the 
increased  cost  to  the  Treasury  and/or  to  the  toll  base  of  the  applica- 
tion of  the  minimum  wage  which  the  House  bill  provides? 

Mr.  Meiklejohn.  We  could  provide  that  for  you.  I  do  not  have 
it  offhand,  Senator. 

Senator  Levin.  Thank  you. 

[The  information  follows:] 

American  Federation  of  Labor  and 
Congress  of  Industrial  Organizations, 

Washington,  D.C.,  Jvly  6, 1919. 
Hon.   Carl  Levin, 
v. 8.  Senate,  Dirksen  Office  Building,  Washington,  D.C. 

Dear  Senator  Levin  :  I  am  returning  herewith  corrected  copy  of  my  remarks 
during  my  testimony  before  the  Senate  Armed  Services  Committee  on  S.  1024 
and  H.R.  Ill,  the  bills  to  implement  the  carrying  out  of  the  Panama  Canal 
Treaty. 

At  the  conclusion  of  my  testimony,  a  member  of  Senator  Strom  Thurmond's 
staff  provided  me  with  a  Hst  of  four  questions  which  Senator  Thurmond  would 
have  asked  me  if  he  had  been  present.  Subsequently,  I  discussed  these  questions 
with  his  staff,  and  we  agreed  that  my  statement  before  the  Committee  covered 
in  specific  detail  the  information  he  wanted  and  that  further  comment  was  not 
necessary.  If  further  information  is  needed  by  Senator  Thurmond  or  any  other 
member  of  the  Committee,  we  would,  of  course,  be  glad  to  provide  it. 

In  connection  with  the  inquiry  you  directed  to  me  as  to  the  cost  of  continuing 
to  apply  the  Fair  Labor  Standards  Act  to  employees  "whose  services  during 
the  workweek  are  performed  in  a  workplace  within  areas  or  installations  in  the 
Republic  of  Panajna  made  available  to  the  United  States  pursuant  to  the  Panama 
Canal  Treaty  of  1977  and  related  agreements"  we  believe  it  is  virtually  im- 
possible to  arrive  at  a  meaningful  estimate. 

Of  course,  since  the  Act  now  applies  to  Canal  Zone  employees,  any  reduction 
in  cost  resulting  from  eliminating  new  hires  or  any  other  employees  from  the 
Act's  coverage  would  presumably  result  in  some  savings.  At  the  same  time,  such 
action  would  automatically  result  in  unequal  and  discriminatory  treatment  for 
the  employees  affected.  Any  such  unequal  and  discriminatory  treatment  is  barred 
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by  the  Panama  Canal  Treaty,  which  assures  employees  they  are  to  be  no  worse 
off  after  than  before  the  Treaty  goes  into  effect  and  are  entitled  to  equality  of 
treatment  of  all  employees,  Panamanian  as  well  as  U.S.  citizens. 

We  seriously  question  estimates  that  appear  to  have  been  made  by  the  De- 
partment of  Defense  as  to  the  cost  of  continuing  to  apply  the  Fair  Labor  Stand- 
ards Act  under  the  Treaty.  These  estimates  reflect  assumptions  for  which  we 
believe  there  is  no  foundation  in  fact  and  for  which  no  factual  data  are  provided. 
There  is  no  basis  for  example,  for  the  assumption  that  minimum  wage  increases 
under  the  Act  will  continue  on  a  yearly  basis.  This  has  not,  in  fact,  been  the 
case.  New  Congressional  action  would  be  needed  for  increases  beyond  the  rise 
to  $3.35  an  hour  presently  authorized.  In  fact,  the  history  of  minimum  wage 
increases  has  consistently  been  one  of  ex  post  facto  efforts  to  catch  up  with, 
not  lead,  advancing  wage  levels. 

The  continued  application  of  the  Fair  Labor  Standards  Act  is  necessary,  in 
any  case,  to  assure  equity  and  fairness  as  between  Panamanians  and  U.S.  citi- 
zens working  on  or  in  connection  with  the  operation  of  the  Panama  Canal.  We 
renew  our  strong  suggestion  that  such  action  is  essential  if  peaceful  and  effi- 
cient maintenance  and  operation  of  the  Canal  are  to  be  assured  during  the 
twenty -year  period  when  the  United  States  continues  to  hear  the  major  respon- 
sibility in  connection  with  the  Canal. 
Sincerely  yours, 

Kenneth  Meiklejohn, 
Legislative  Representative. 

Senator  Levix.  I  take  it  that  you  are  willino;  to  concede  that  it  is 
going  to  cost  something  to  apply  the  minimum  wage. 

Mr.  ]Meiklejohx.  Except  that  as  far  as  the  minimum  wage  is 
concerned,  the  minimum  wage  is  applicable  in  the  Canal  Zone  at 
the  present  time. 

Senator  Levix.  But  it  will  cost  us  more  to  keep  that. 

]\Ir.  jNIeiklejohx.  I  have  some  question  as  to  whether  it  will  require 
any  additional  costs  at  all,  which  is  why  I  would  like  to  checlc  it. 
My  impression  is  that  it  may  not. 

Senator  Levix\  Well,  assuming  that  it  costs  more  to  maintain  it 
than  not  to  maintain  it — — 

]Mr.  jMeikeljohx.  Obviously,  if  we  do  not  maintain  it,  it  will  not 
cost  as  much  under  the  administration's  bill. 

Senator  Levin.  Assuming,  then,  that  the  administration  bill  Avould 
save  us  money  in  this  regard,  what  would  be  the  long-term,  perhaps 
short-term,  consequences  in  terms  of  employee  moral  of  a  dual  wage 
system,  the  duality  springing  from  having  current  emj)loyees  grand- 
fathered or  grandmothered  in  and  having  future  employees  under  a 
different  wage  system? 

]Mr.  Metklejoiix.  As  I  indicated  in  my  statement,  our  objective 
all  along  has  been  to  require  fairness  and  equality  among  the  differ- 
ent groups  of  employees  in  the  canal. 

One  of  the  very  first  statements  that  we  made  on  this  general 
subject,  the  Executive  Council  statement  of  August  1977,  enunciated 
the  principle,  which  is  certainly  a  well-known  principle  in  our  law, 
of  equal  pay  for  equal  work.  We  don't  see  any  basis  for  making 
distinctions  when  people  are  working  side  by  side  between  one 
w^orker  and  anotlier  v/orker.  That  can  only  lead  to  disputes  and 
controversy.  It  is  basically  unfair  and  contrary  to  our  ideas  of  justice 
and  fairness. 

Senator  Levix.  We  also  asked  the  GAO  to  estimate  the  costs,  too, 
so  you  might  be  aware  of  that  fact  in  case  you  want  to  touch  base 
with  them  in  terms  of  your  own  estimates. 
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If  their  estimate  is  agreeable  to  you  and  you  have  no  problem  with 
it  YOU  may  just  want  to  simplv  wav  that.  If  you  have  a  disagreement 
with  their  estimate  on  tlie  costs  of  H.R.  Ill  in  this  regard,  it  cer- 
tainly would  be  helpful  if  you  would  let  us  know. 

Mr.  Meiklejotin.  Certainly.  ,  i  .    , . 

Senator  Levtx.  I  don't  have  any  additional  questions  at  this  time, 
:Mr.  Meiklejohn.  I  do  note  that  you  did  emphasize  in  your  testimony 
in  a  number  of  places  that  the  employee  provisions  of  H.R.  Ill  are 
critical  to  you.  In  one  place  yoii  call  them  the  basic  labor  protections 
of  H.R.  Ill,  making  at  least' the  possible  distinction  between  the  em- 
ployment-employee provisions  and  the  other  questions  to  which  we 
liav^  to  address  ourselves  relative  to  H.R.  111. 

:Mr.  IMetkle.tohn.  I  think  that  is  correct.  Senator,  yes.  Obviously 
there  may  be  room  for  discussion  in  other  areas. 

Senator  Levin.  For  instance,  there  are  the  questions  of  the  control 
provisions,  the  questions  of  the  transfer  of  property  and  a  number 
of  questions  which  have  been  raised  to  which  you  have  not  addressed 
yourself. 

]Mr.  ]Meiklejohn.  That  is  correct.  We  have  not. 

Senator  Levix.  Are  there  any  other  questions  of  Mr.  Meiklejohn? 

Senator  Exox.  No,  Mr.  Chairman. 

Mr.  Meiklejohn,  thank  you  very  much. 

Sennior  Levix.  Thanli  you  very  much  for  your  testimony,  Mr. 
Meiklejohn. 

]\rr.  Metklejoiix.  Thank  you.  Senator. 

Senator  Levix.  I  will  call  to  the  witness  table  our  next  three  wit- 
nesses, to  appear  as  a  panel.  They  are  ]Mr.  Henry  R.  Ceyelin.  presi- 
dent of  the  Council  of  the  Americns:  :Mr.  William  M.  Bonkert.  presi- 
dent of  the  American  Institute  of  Merchant  Shipping ;  and  Mr.  Her- 
bert R.  Haar,  Jr.,  associate  port  director  of  the  Port  of  New  Orleans. 

Gentlemen,  would  you  all  identify  yourselves  and  your  associates 
for  the  record.  I  know  that  you  did  not  necessarily  agree  to  any  par- 
ticular order  and  you  are  not  part  of  any  true  panel,  but  I  thought 
it  might  save  us  some  time  if  you  all  sat  at  the  table  together. 

Please  identify  yourselves  moving  from  our  left  to  your  right. 

Admiral  Bexkert.  Thank  you,  Mr.  Chairman.  I  am  Rear  Adm. 
William  Benkort.  U.S.  Coast  Guard,  retired,  and  presently  the  presi- 
dent of  the  American  Institute  of  Merchant  Shipping. 

Senator  Le\tx.  Thank  vou.  Admiral  Benkert. 

Colonel  PIaak.  Mr.  Chairman,  I  am  Col.  Herbert  Haar.  th.e  as- 
sociate port  director  for  the  Port  of  New  Orleans.  U.S.  Army  Corps 
of  Eiio^ireers.  retired. 

I  have  with  me,  not  to  testify,  but  representing  the  North  Atlantic 
Ports  Association.  Mr.  Richarrl  Lidinsky.  who  is  the  director  of 
trnnsportation  for  the  Port  of  Baltimore. 

'^onnMr  Levtx.  Thank  you  verv  much.  Colonel  Hanr. 

^h:  Ge^-rltx.  T  am  Henrv  R.  Gevelin.  ]^ro«iflent  of  the  Council  of 
the  Americas.  With  me  is  IMr.  Otto  Reieh.  -^vho  is  not  here  to  testify, 
but  to  support  me.  He  is  director  of  our  Washini^-ton  office. 

Senator  LE^^x.  Thank  you.  Mr.  Gevelin.  I  do  not  have  anv  particu- 
lar wav  to  proceed,  so  for  no  srood  reason  why  don't  we  reverse  alpha- 
betical order  and  call  on  Colonel  Haar  first. 
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STATEMENT  OF  COL.  HERBEET  R.  HAAR,  JR.,  ASSOCIATE  PORT 
DIRECTOR,  PORT  OF  NEW  ORLEANS,  U.S.  ARMY  CORPS  OF  ENGI- 
NEERS, RETIRED,  ACCOMPANIED  BY  RICHARD  A.  LIDINSKY,  JR., 
DIRECTOR  OF  TRANSPORTATION,  PORT  OF  BALTIMORE 

Colonel  Haar.  Thank  you,  Mr.  Chairman.  I  would  like  to  present 
only  the  highlights  of  my  statement  in  the  interest  of  time.  I  will  pre- 
sent about  half  my  statement,  but  I  would  like  to  have  it  included  in  the 
record  in  its  entirety,  if  that  is  agreeable. 

Senator  Levin.  We  appreciate  that.  Your  full  statement  will  appear 
in  the  record. 

Colonel  Haar.  Thank  you,  sir. 

I  am  Herbert  R.  Haar,  Jr.,  associated  port  director.  Port  of  New 
Orleans,  and  I  am  presenting  this  statement  on  behalf  of  the  Gulf 
Ports  Association,  the  North  Atlantic  Ports  Association,  and  the 
South  Atlantic  Ports  Association. 

Some  19  States  and  51  ports  are  included  in  our  Atlantic  and  Gulf 
regions.  I  have  with  me  Mr.  Richard  A.  Lidinsky,  who  received  a  pro- 
motion yesterday.  My  statement  lists  him  as  assistant  director,  but 
yesterday  he  was  promoted  to  director  of  transportation  for  the  Port 
of  Baltimore.  He  has  a  supplemental  statement  on  behalf  of  the  North 
Atlantic  Ports  Association,  Inc.  A  statement  has  already  been  sub- 
mitted for  the  record  from  Mr.  Gregory  Prior,  executive  assistant  to 
the  port  director  at  Charleston,  S.C.,  on  behalf  of  the  South  Atlantic 
Ports  Association .  Inc. 

I  also  have  with  me  a  statement  that  Dr.  Ely  M.  Brandos,  president 
of  the  International  Research  Associates  of  Palo  Alto,  Calif.,  pre- 
pared at  the  request  of  the  Atlantic  and  gulf  ports  on  the  sensitivity  of 
Panama  Canal  tolls. 

I  would  like  to  include  all  of  these  statements,  along  with  luv  own^ 
for  the  record  and  to  only  present  highlights  from  them  in  my 
testimony. 

Senator  Levin.  They  will  all  be  included. 

Colonel  Haar.  Thank  you,  Mr.  Chairman. 

Mr.  Lidinsky,  of  course,  is  available  to  assist  in  the  answering  of 
any  questions  that  you  may  have. 

Six  States  and  23  individual  ports  are  represented  by  the  Gulf 
Ports  Association.  Collectively,  these  ports  are  moving  37  perceiit  c>f 
all  waterborne  commerce  in  the  Nation — over  $50  billion  in  world 
trade.  These  ports  also  export  over  62  percent  of  all  grain  exported 
from  the  United  States,  of  which  approximately  one-third  moves 
overseas  via  the  Panama  Canal. 

Additionally,  the  Port  of  New  Orleans  is  the  No.  1  importer  in  the 
United  States  of  iron  and  steel  products  and  72  percent  of  these  im- 
ports arrive  via  the  Panam.a  Canal.  T^.S.  Customs  revenues  collected 
from  gulf  ports  amounted  to  more  than  $450  million  in  1975. 

The  major  commodities  to  and  from  the  gulf  that  would  be  impacted. 
by  an  increase  in  tolls  are  petroleum,  coal,  grain,  steel,  and  bauxite. 

I  have  already  touched  on  the  size  of  the  grain  movements  from  the 
gulf  ports  and  these  movements,  I  am  told  from  a  number  of  sources, 
are  most  sensitive  to  competitive  pricing  witli  grain  grown  in  Bi-aziK 
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Aigentina,  Canada,  and  Australia.  The  world  orain  market  works  on 
a  spread  based  on  the  commodity  price  itself  and  freight  cost.  Any- 
thing that  increases  the  freight  reduces  this  spread. 

Tlie  Port  of  New  Orleans  overseas  offices  report  that  a  number  of 
countries  that  we  traditionally  trade  vritli  in  Latin  America  may 
search  for  suppliers  and  markets  in  countries  that  have  transportation 
connections  vnthout  the  use  of  the  Panama  Canal,  if  they  are  faced 
with  substantially  high  oceangoing  costs  as  a  result  of  Panama  Canal 
toll  iiicreases.  A  number  of  major  steamship  lines  are  studying  the 
potential  impacts  of  toll  increases  and  are  looking  at  alternatives 
to  present  routings  which  will  have  the  effect  of  both  reducing  the  use 
of  the  canal  and  raising  the  costs  of  higher  alternative  routings  of 
their  traditional  business. 

In  regard  to  the  impact  that  increases  in  Panama  Canal  tolls  would 
have  on  the  gulf.  South  Atlantic,  and  North  Atlantic  port  areas,  I  have 
had  figures  developed,  enclosed  with  my  statement,  by  our  port  eco- 
nomic consultant,  who  has  used  a  recent  U.S.  Maritime  Administra- 
tion-sponsored study  as  a  basis  for  the  projections. 

In  total,  the  overall  annual  impact  on  the  three  subregions — the 
North  Atlantic,  South  Atlantic,  and  the  gulf— is  110,838  jobs  and  $4.7 
billion. 

In  regard  to  the  sensitivity  of  Panama  Canal  tolls,  I  would  like  to 
quote  tlie  liighlights  from  Dr.  Brandes'  report  which  I  previously 
mentioned. 

I  might  note  that  Dr.  Brandes  is  considered  one  of  the  foremost  au- 
thorities in  the  ITnited  States  on  this  subject  and  has  worked  with  the 
Panama  Canal  Company  for  many  years  as  a  consultant  on  this  sub- 
ject. His  updated  summary  from  a  1978  study  is  as  follows,  and  I  will 
quote : 

We  found,  first  of  all.  that  in  response  to  toll  increases  of  np  to  .50  percent, 
traffic  losses  would  be  relatively  modest  and  amount  to  no  more  than  12  percent 
in  terms  of  tonna.se.  The  50-percent  higher  tolls  would  easily  offset  the  12- 
percent  loss  in  traffic  and  the  canal  would  gain  in  total  revenue. 

With  toll  increases  of  more  than  .50  percent,  however,  we  found  that  traffic 
losses,  in  terms  of  tonnage,  become  quite  substantial  and  that  the  revenue 
gains  that  can  be  achieved  by  going  beyond  a  50-percent  toll  rate  increase  are 
o.uite  minimal.  These  traffic  losses  liecome  so  substantial  in  the  case  of  toll 
rate  increases  of  more  than  100  percent  that  a  150-percent  toll  rate  increase 
would  actually  yield  less  total  revenue  for  the  Panama  Canal  than  a  50-percent 
increase  in  toll  rates. 

That  concludes  the  quote  from  Dr.  Brandes. 

I  would  now  like  to  trace  for  the  committee  our  specific  legislative 
requests  as  the  Atlantic/Gulf  Ports  Coalition  regarding  the  imple- 
menting legislation  and  to  outline  what  we  were  able  to  accomplish  in 
the  House  with  the  help  of  the  IVIerchant  ^Marine  and  Fisheries  Com- 
mittee and  othei's. 

The  Port,  Coalition  recognized  that  the  key  to  successful  canal 
operation  as  a  viable  transportation  alternative  for  the  next  20  years 
is  toll  stability  and  private  sector  in]>ut  into  Canal  Conmiission 
decipionmakin<r.  We  fashioned  a  number  of  amendments  which  we 
presented  to  the  Panama  Canal  Subcommittee  at  a  port  panel  in 
^farch-— we  have  a  copy  of  that  in  appendix  C^  to  this  statement — when 
we  testified  in  support  of  H.R.  Ill,  a  bill  we  analyzed  and  recognized 
as  mo7-e  in  oui-  national  interests  than  H.R.  171G,  a  companion  piece 
to  the  Senate  bill  on  which  we  are  testifving  todav. 


459 

We  were  quite  pleased  when  the  subcommittee  incorporated  several 
of  our  amendments,  either  directly  or  indirectly,  tlirouoh  other  lan- 
guage achieving  the  same  goals  into  the  version  of  H.R.  Ill,  which  the 
House  passed  last  week.  It  should  be  noted  for  the  record  that  there 
was  no  dissent,  debate,  or  controversy  regarding  the  amendments 
which  we  feel  form  the  foundation  of  port  protection  and  the  pro- 
motion of  commerce  under  H.R.  Ill, 

Mr.  Lidinsky  can  go  into  more  detail  for  the  committee,  if  desired, 
regarding  these  specific  amendments,  but  in  summary  they  are  the 
following : 

One :  Section  102  of  H.R.  Ill,  which  would  be  a  substitute  for  section 
205  of  S.  1024,  to  provide  a  voice  for  the  private  sector  on  the  new 
Panama  Canal  Commission.  The  President  would  appoint  three  of 
the  five  U.S.  members,  with  the  advice  and  consent  of  the  Senate, 
from  the  U.S.  maritime  port  and  labor  segments  of  our  country. 

Two :  Section  412(b)  of  H.R.  Ill,  which  would  amend  section  232 (a) 
of  S.  1024,  to  provide  for  toll  stability  by  prohibiting  the  new  Panama 
Canal  Commission  forever  calculating  toll  increases  to  ]iur]:)Osely  reach 
the  optional  payment  provision  contained  in  article  XIII (4)  (c)  of 
the  treaty. 

Three:  Section  414(a)  of  H.R.  Ill,  which  would  amend  section 
230(b)  of  S.  1024,  and  provide  that  future  toll  increases  for  canal 
users  which  are  not  only  procedurally  fair,  but  more  importantly  in- 
corporate into  statutory  language  the  understanding  presented  to  the 
Senate  last  year  by  Senator  Russell  Long  and  unanimously  approved 
regarding  full  consideration  of  various  transportation  factors  in  these 
future  toll  deliberations. 

I  believe  Senator  Long  addressed  this  in  his  testimony  earlier  this 
afternoon. 

We  are  hopeful  that  the  committee  and  the  entire  Senate  will  rec- 
ognize the  im]>ortance  of  these  amendments  to  the  ports  in  many, 
many  States  and  the  billions  of  dollars  and  thousands  of  jobs  that  these 
ports  represent.  The  best  way  to  achieve  this  recognition  is  to  in- 
corporate the  above  amendments  into  S.  1024,  for,  unless  they  are 
incorporated,  we  stand  in  jeo]>ardy  of  serious  cargo  losses. 

There  are  other  sections  of  H.R.  Ill  which  we  strongly  support, 
but  as  a  Port  Coalition,  we  feel  it  is  our  duty  to  you  to  indicate  what 
is  in  the  interests  of  both  the  canal,  the  ])orts,  and  the  consumers  served 
by  them.  We  stand  ready  to  work  closely  with  the  committee  on  these 
amendments  and  to  provide  any  other  assistance  necessary  to  help  you 
in  this  important  work. 

It  is  not  merely  a  local  adverse  economic  imj^act  with  which  we  are 
concerned.  We  feel  that  new  major  increases  in  Panama  Canal  tolls 
M-ill  have  an  adverse  financial  impact  on  the  interior  of  the  coimtry, 
on  international  business,  on  our  l)alance  of  foreign  trade,  and  on  our 
energy  problems — all  of  which  are  of  national  concern. 

The  total  traffic  on  the  oceangoing  portion  of  the  Mississippi  River 
system  in  1975  was  477  million  tons.  That  is  a  lot  bigoer  than  the  Port 
of  Rotterdam,  the  biggest  port  in  the  world,  which  has  300  million 
tons.  This  is  equivalent  to  two-thirds  of  the  total  U.S.  inland  water- 
borne  commerce. 

In  1077,  the  value  of  the  trade  on  the  lower  Mississippi  River  was 
$22  billion.  In  1977,  there  were  14,000  oceangoing  vessels  and  over 
100,000  barges  moving  on  waterways  through  the  New  Orleans  area. 
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The  total  value  of  all  forei^i  trade  in  the  lower  Mississippi  is  $22 
billion — this  is  for  expoi'ts  and  imports. 

The  estimated  $30  billion  worth  of  agricultural  commodities  and 
products  exported  durino-  the  fiscal  year  endino;  June  30,  1977.  is  a 
tribute  to  the  energy,  sales  ability,  and  traditional  trading  spirit  of 
the  American  agricultural  community. 

Exports  provide  markets  for  nearly  60  percent  of  the  U.S.  annual 
wheat  crop,  55  percent  of  the  rice,  half  of  the  soybeans,  more  than  one- 
third  of  the  cotton  and  tobacco,  and  one-fourth  of  the  feed  grains 
we  produce. 

Movement  of  a  substantial  portion  of  the  total  annual  ao-ricultural 
exports  to  world  markets  occurs  via  ports  on  the  Gulf  of  Mexico. 

It  is  strongly  recommended  that  the  Senate  not  pass  any  implement- 
ing legislation  without  inclusion  of  the  specific  safeguards  that  our 
port  group  recommends.  These  amendments  are  needed  so  there  will 
not  be  an  adverse  economic  impact  on  American  shipping  and  the 
American  consumer. 

We  strongly  feel  that  our  foreign  trade,  balance  of  payments,  and 
gulf  and  Atlantic  regional  eroiiomies  cannot  stand,  without  major 
adverse  impacts  to  the  national  interest,  the  possibility  of  large,  uncon- 
trolled increases  in  tolls  for  the  Panama  Canal  after  passage  of  the 
implementing  legislation. 

I  appreciate  very  much  having  had  the  opportunity  to  present  our 
views  to  the  committee  today. 

Thank  you  very  much. 

[The  prepared  statements  of  Colonel  Haar  and  Richard  Lidinsky 
follow :] 

Prepared  Statement  by  Herbert  R.  Haar,  Jr.,  Associate  Port  Director,  Port 
OF  New  Orleans  on  Behalf  of  North  Atlantic  Ports  Association.  Inc.. 
South  Atlantic  Ports  Association,  Inc.,  the  Gulf  Ports  Association,  Inc. 

I  am  Herbert  R.  Haar.  .Jr.,  Associate  Port  TMrector,  Port  of  New  Orleans,  anrl 
I  am  presentintr  this  statement  on  behalf  of  the  Gulf  Ports  Association,  Inc. 
(GPA),  the  North  Atlantic  Ports  Association,  Inc.  and  the  South  Atlantic  Ports 
Association,  Inc. 

I  have  with  me  Mr.  Richard  A.  Lidinsky,  Jr.,  Assistant  Director  of  Trans- 
portation from  the  Port  of  Baltimore,  who  has  a  supplemental  statement  on 
behalf  of  the  North  Atlantic  Ports  Association,  Inc.  and  a  statement  has  been 
already  submitted  for  the  record  from  Mr.  Gregory  Prior,  Executive  Assistant 
to  the  Porth  Director  at  Charleston,  South  Carolina,  on  behalf  on  the  Soiith 
Atlantic  Ports  Association,  Inc.  I  also  have  with  me  a  statement  that  Dr.  Ely  ]\I. 
Rrandes.  President  of  International  Research  Associates  of  Palo  Alto.  California, 
]irepared  at  the  request  of  the  Atlantic  and  Gulf  Ports  on  the  sensitivity  of 
Panama  Canal  tolls.  I  would  like  to  include  all  of  these  statements  along  with 
mine  for  the  record  and  to  only  present  bighlishts  from  them  in  my  testimony. 
Mr.  Lidinsky  is  of  course  nvailal)le  to  assist  in  the  answering  of  any  questions 
that  you  may  have. 

Some  ten  states  and  nineteen  individual  ports  are  included  in  the  North  Atlan- 
tic Ports  Association,  Inc.  The  North  Atlantic/Far  East  trade  accounts  for  one- 
third  of  Cannl  trnffir  and  revenue.  The  annual  economic  impact  of  the  Canal  on 
major  North  Atlantic  ports  is  over  one  billion  dollars  and  nearly  40,000  .iobs. 

Tbe  South  Atlantic  and  Caribbean  Ports  Association  represent  ma.ior  public 
and  private  terminals  frou)  North  Carolina  South  and  the  Virgin  Isbuuls.  The 
economic  impact  of  Panama  Canal  trade  to  this  region  iTivolves  annually  over 
3.4r>r)  jobs  and  01  million  dollars. 

Six  states  and  twenty-three  individual  ports  are  represented  by  the  Gulf  Ports 
Assoriation.  Inc.  Collectively  these  ports  are  moving  37  per  cent  of  all  water- 
borne  commerce  in  the  Nation — over  $50  billion  in  world  trade.  These  ports  also 
export  over  62  per  cent  of  all  grain  exported  from  the  United  States  of  which 
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approximately  one-third  moves  overseas  via  the  Panama  Canal.  Additionally, 
the  Port  of  New  Orleans  is  the  number  one  importer  in  the  U.S.  of  iron  and 
steel  products  and  72  per  cent  of  tliese  imports  arrive  via  the  Panama  Canr.l. 
United  States  Customs  revenues  collected  from  Gulf  ports  amounted  to  more  than 
$450  million  in  1975. 

Considering  the  fact  that  the  ports  which  belong  to  the  Gulf  Ports  Association, 
Inc.  have  invested  approximately  one  billion  dollars  and  Atlantic  Coast  Ports  an 
even  greater  amount  in  facilities  to  accommodate  trade  and  United  States  reve- 
nue collections  of  such  magnitude,  it  is  deemed  proper  that  these  same  ports 
should  have  a  voice  in  the  final  terms  approved  for  the  new  Panama  Canal 
Treaty. 

The  major  commodities  to  and  from  the  Gulf  that  would  be  impacted  by  an 
increase  in  tolls  are  petroleum,  coal,  grain,  steel  and  bauxite. 

The  Port  Director  at  Mobile,  Alabama  stated  that  his  port  has  one  large  ex- 
porter of  coal  who  shipped  three  million  tons  in  1978  to  Japan  who  is  most  con- 
cerned with  the  competitiveness  of  his  coal  with  Australian  and  Canadian  coal 
on  world  markets  with  the  projected  increases  in  tolls  through  the  Panama  Canal. 
Also,  Mobile  imported  1  million  tons  of  Australian  coal  in  1978  that  moved  through 
the  Panama  Canal.  Oil  from  the  north  slope  in  Alaska  is  moving  by  supertankers 
to  the  west  coast  of  Panama  and  is  off-loaded  for  transshipment  to  Gvilf  ports. 
It  is  also  moving  over  this  full  route  in  conventional  size  tankers.  Higher  tolls 
in  the  Canal  could  easily  upset  the  economics  of  this  operation  and  speed  the 
alternative  shipment  of  this  oil  by  pipeline  from  southern  California  ports  or 
justify  a  pipeline  across  Central  America.  This,  in  turn,  would  reduce  one  of 
the  major  sources  of  revenue  for  the  Panama  Canal  which,  in  turn,  would  force 
the  tolls  upward  even  further  in  order  to  fund  the  required  annual  payment  to 
Panama  by  the  United  States. 

I  have  already  touched  on  the  size  of  grain  movements  from  the  Gulf  ports 
and  these  movements,  I  am  told  from  a  number  of  sources,  are  most  sensitive 
to  competitive  pricing  with  grain  grown  in  Brazil,  Argentina,  Canada  and 
Australia.  The  world  grain  market  works  on  a  spread  based  on  the  commodity 
price  itself  and  freight  cost.  Anything  that  increases  the  freight  reduces  this 
spread.  Therefore,  any  significant  increase  in  overall  grain  prices,  as  a  result  of 
increased  tolls  and  new  Federal  inspection  costs  could  result  in  important 
changes  in  the  United  States'  share  of  the  world  market  for  various  grains  that 
we  have  traditionally  exported  in  very  large  quantities  and  which  are  helping 
to  offset  some  of  our  balance  of  payments  deficit. 

The  Port  of  New  Orleans'  overseas  offices  report  that  a  number  of  countries 
that  we  traditionally  trade  with  in  Latin  America  may  search  for  suppliers  and 
markets  in  countries  that  have  transportation  connections  without  the  use  of  the 
Panama  Canal,  if  they  are  faced  with  substantially  high  oceangoing  costs  as  a 
result  of  Panama  Canal  toll  increases.  A  number  of  major  steamship  lines  are 
studying  the  potential  impacts  of  toll  increases  and  are  looking  at  alternatives 
to  present  routings  which  will  have  the  effect  of  both  reducing  the  use  of  the 
Canal  and  raising  the  costs  of  higher  alternative  routings  of  their  traditional 
business.  In  this  regard,  Lykes  Line  of  New  Orleans  has  recently  (see  enclosed 
magazine  article— Appendix  4)  purchased  3  new  Ro/Ro  ships  to  enter  trans- 
Pacific  trade  from  west  coast  ports. 

In  regard  to  the  impact  that  increases  in  Panama  Canal  tolls  would  have  on 
the  Gulf,  South  Atlantic  and  North  Atlantic  port  areas,  I  have  had  the  en- 
closed figures  (see  Appendix  5)  developed  by  our  port  economic  consultant 
who  has  used  a  recent  U.S.  Maritime  Administration  sponsored  study  as  a  basis 
for  the  projections.  In  summary,  the  impact  for  the  Gulf  areas  is  66,079  jobs 
and  2.8  billion  dollars ;  on  the  South  Atlantic  area  is  3,456  jobs  and  91  million 
dollars;  and  for  the  North  Atlantic  area  is  41,295  jobs  and  1.1  billion  dollars. 

In  total,  the  overall  impact  on  the  three  subregions  is  110,838  jobs  and  4.7 
billion  dollars. 

In  regard  to  the  sensitivity  of  Panama  Canal  tolls,  I  would  like  to  quote  the 

highlights  from  Dr.  Brandes  report,  that  I  previously  mentioned.  I  might  note 

that  Dr.  Brandes  is  considered  one  of  the  foremost  authorities  in  the  U.S.  on 

this  subject  and  has  worked  with  the  Panama  Canal  Company  for  many  years 

as  a  consultant  on  this  subject.  His  summary  from  a  1978  study  is  as  follows: 

"We  found,  first  of  all,  that  in  response  to  toll  increases  of  up  to  50 

percent,  traffic  losses  would  be  relatively  modest  and  amount  to  no  more 

than  12  percent  in  terms  of  tonnage.  The  50  percent  higher  tolls  would 

easily  offset  the  12  percent  loss  in  traffic  and  the  Canal  would  gain  in  total 

revenue." 
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"With  toll  increases  of  more  than  50  percent  however,  we  found  that 

traffic  losses,  in  terms  of  tonnage,  become  quite  substantial  and  that  the 

revenue  gains  that  can  be  achieved  by  going  beyond  a  50  percent  toll  rate 

increase  are  quite  minimal.  These  traffic  losses  become  so  substantial  in 

the  case  of  toll  rate  increases  of  more  than  100  percent  that  a  150  percent 

toll  rate  increase  would  actually  yield  less  total  revenue  for  the  Panama 

Canal  than  a  50  percent  increase  in  toll  rates." 

I  would  now  lilie  to  trace  for  the  Coimnittee  our  specific  legislative  requests  as 

tlie  Atlantic/Gulf  Ports  Coalition  regarding  the  implementing  legislation  and  to 

outline  what  we  were  able  to  accomplish  in  the  House  with  the  help  of  the 

Merchant  Marine  &  Fisheries  Committee  and  others. 

The  Port  Coalition  recognized  that  the  key  to  successful  Canal  operation  as  a 
viable  transportation  alternative  for  the  next  twenty  years  is  toll  stability  and 
private  sector  input  into  Canal  Commission  decision-making.  We  fashioned  a 
number  of  amendments  which  we  presented  to  the  Panama  Canal  Subcommittee 
as  a  port  panel  in  March  (See  Appendix  6)  when  we  testified  in  support  of  H.R. 
111.  a  bill  we  analyzed  and  recognized  as  more  in  our  national  interests  than 
H.R.  1716.  We  were  quite  pleased  when  the  Subcommittee  incorporated  several 
of  our  amendments,  either  directly  or  indirectly  through  other  language  achiev- 
ing the  same  goals  into  the  version  of  H.R.  Ill  which  the  House  passed  last  week. 
It  should  be  noted  for  the  record  that  there  was  no  dissent,  debate  or  controversy 
regarding  the  amendments  whicli  we  feel  form  the  foundation  of  ix)rt  protection 
and  the  promotion  of  commerce  under  H.R.  111.  Mr.  Lidinsky  can  go  into  more 
detail  for  the  Committee,  if  desired,  regarding  these  specific  amendments,  but  in 
summary  they  are  the  following  : 

1.  tScction  102  of  H.R.  Ill  which  icoiild  he  a  substitute  for  Section  205  of 
of  8.  1024  to  provide  a  voice  for  the  private  sector  on  the  new  Panama  Canal 
Commission.  The  President  would  appoint  three  of  the  five  U.S.  members, 
with  the  advice  and  consent  of  the  Senate,  from  the  U.S.  maritime,  port,  and 
labor  segments  of  our  country. 

2.  Section  412{'b)  of  H.R.  Ill  which  ivonld  amend  Section  232(a)  of  S. 
1024  to  provide  for  toll  stability  by  prohibiting  the  new  Panama  Canal  Com- 
mission forever  calculating  toll  increases  to  purposely  reach  the  optional 
payment  provision  contained  in  Article  XIII (4)  (c)    of  the  treaty. 

3.  Section  JfUfi^a)  of  H.R.  Ill  ichich  would  amend  Section  230 [b)   of  S. 
■    1024  'i»d  provide  that  future  toll  increases  for  Canal  users  which  are  not 

only  procedurally  fair,  but  more  importantly  incoi-porate  into  statutory 
language  the  Understanding  presented  to  the  Senate  last  year  by  Senator 
Russell  Long  and  unanimously  approved  regarding  full  consideration  of 
various  transportation  factors  in  these  future  toll  deliberations. 

We  are  hopeful  that  tlie  Committee  and  the  entire  Senate  will  recognize  the 
impoi'tance  of  these  amendments  to  the  ports  in  many  many  states  and  the  billions 
of  dollars  and  thousands  of  jolts  these  ports  represent.  The  best  way  to  achieve 
this  recognition  is  to  incorporate  the  above  amendments  into  S.  1024,  for  unless 
they  are  incorporated  we  stand  in  jeopardy  of  serious  cargo  losses. 

There  are  other  sections  of  H.R.  Ill  which  we  strongly  support  but  as  a  Port 
Coalition  we  feel  it  our  duty  to  you  to  indicate  what  is  in  the  interests  of  both 
the  Canal,  the  ports,  and  the  consumers  served  by  them.  We  stand  ready  to  work 
closely  with  the  Committee  on  these  amendments  and  provide  any  other  assistance 
necessary  to  help  you  in  this  important  work. 

It  is  not  merely  a  local  adverse  economic  impact  with  wliich  we  are  concerned. 
We  feel  that  new  major  increases  in  I'anama  Canal  tolls  will  have  an  adverse 
financial  impact  on  the  interior  of  the  country,  on  international  business,  on  our 
balance  of  foreign  trade  and  on  our  energy  problems — all  of  which  are  of  national 
concern.  We,  at  the  Port  of  New  Orleans,  and  thougliout  the  State  of  Louisiana, 
are  keenly  aware  of  the  adverse  economic  impacts  which  will  accompany  further 
Panama  Canal  toll  increases  because  we  sit  at  the  crossroad  of  America's  in- 
land waterway  system. 

The  I>ort  of  New  Orleans,  due  to  its  geographical  location  near  the  mouth  of 
the  Mississippi  River  and  at  the  crossroads  of  the  (iulf  Intercoastal  Waterway, 
services  the  mid-continent  of  North  America.  Historically,  it  has  gathered  the 
products  of  mid-Aniprica  and  shipped  them  overseas  in  deep  draft  l)Ottoms  and  in 
return.  distril)uted  the  products  from  overseas  to  the  industries  and  cities  of  the 
mid-continent.  Its  geographical  location  makes  it  the  natural  gateway  for  the 
commerce  of  mid-America  and  also  makes  it  logistically  all  important  in  times  of 
war  and  imposes  on  it  major  defense  responsibilities. 
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In  order  to  put  the  Mississippi  River  System  into  perspective,  let's  look  at  some 
statistics.  The  U.S.  port  industry  handles  approximately  1.9  billion  tons  of  com- 
merce annually.  The  total  tonnage  of  commerce  moved  on  inland  waterways  is 
approximately  600  million  tons  annually.  The  net  inland  traffic  on  the  main  chan- 
nels and  all  tributaries  of  the  Mississippi,  Illinois,  Missouri  and  Ohio  Rivers  is  300 
million  tons  annually.  Inland  traffic  on  the  Gulf  Intercoastal  Waterway,  which 
connects  with  the  Mississippi  River  at  New  Orleans,  amounts  to  100  million  tons 
annually.  The  inland  waterway  system  described  above  connects  to  an  ocean- 
going transportation  system  200  miles  from  the  Gulf  on  the  Mississippi  River  at 
Baton  Rouge,  Louisiana.  Below  Baton  Rouge,  the  river  has  natural  depths  ex- 
ceeding 120  feet  and  widths  exceeding  2,000.  In  this  stretch  of  the  Mississippi 
River,  we  find  the  Port  of  Baton  Rouge,  fourth  largest  in  the  nation,  and  the 
Port  of  New  Orleans,  second  largest  in  the  nation.  Traffic  in  this  oceangoing  seg- 
ment of  the  Mississippi  River  System  is  intense.  In  1976,  traffic  on  the  Mississippi 
River  from  Baton  Rouge  to  but  not  including  New  Orleans  totaled  244,000,000 
tons  and  traffic  on  the  Mississippi  River  from  New  Orleans  to  the  Head  of  Passes 
(Gulf  of  Mexico)  totaled  233,000,000  tons.  Thus  the  total  traffic  on  the  oceangoing 
portion  of  the  Mississippi  River  System  in  1975  was  477  million  tons,  which  is 
equivalent  to  two-thirds  (%)  of  the  total  U.S.  inland  waterborne  commerce.  In 
1977,  the  value  of  the  trade  on  the  lower  Mississippi  was  $22  billion.  In  1977, 
there  were  14,000  oceangoing  vessels  and  over  100.000  barges  moving  on  Water- 
ways through  the  New  Orleans  Area.  The  total  value  of  all  foreign  trade  in  the 
lower  :Mississippi  is  $22  billion  ( export:  and  import) . 

The  estimated  $30  billion  worth  of  agricultural  commodities  and  products 
•exported  during  the  fiscal  year  ending  June  30,  1977.  is  a  tribute  to  the  energy, 
sales  ability  and  traditional  trading  spirit  of  the  American  agricultural  com- 
munity. 

Exports  provide  markets  for  nearly  60  per  cent  of  the  U.S.  annual  wheat 
crop ;  55  per  cent  of  the  rice ;  half  of  the  soybeans ;  more  than  one-third  of  the 
■cotton  and  tobacco  ;  and  one-foiirth  of  the  feed  grains  we  produce. 

About  one-fifth  of  1975  farm  cash  receipts  resulted  from  agricultural  exports. 
Production  from  nearly  one  out  of  every  three  harvested  acres  is  sold  abroad. 
Because  of  balance  of  payment  requirements.  U.S.  land  devoted  to  export  crops 
and  livestock  is  increasing  by  millions  of  acres  annually. 

The  vast  network  of  support  and  service  companies  and  organizations  that 
link  American  farms  to  consumers  beyond  our  borders  benefits  from  exports. 
Businesses  that  include  agricultural  machinery  and  chemicals  manufacturers ; 
the  packaging  and  container  industries :  the  transportation  system ;  interna- 
tional banks:  forwarders;  brokers;  and  the  small  army  of  marketers,  promotion 
specialists ;  and  commercial  representatives  who  travel  the  world  probing  for 
new  or  expanding  markets  for  American  farm  products,  all  benefit  from  exports. 
Every  additional  billion  dollars  realized  from  an  export  sale  generates  50.000 
additional  jobs  at  home.* 

Movement  of  a  substantial  portion  of  the  total  annual  agricultural  exports  to 
world  markets  occurs  via  ports  on  the  Gulf  of  Mexico. 

It  is  strongly  recommended  that  the  Senate  not  pass  any  implementing  legis- 
lation without  inclusion  of  the  specific  safeguards  that  our  port  group  recom- 
mends. These  amendmens  are  needed  so  there  will  not  be  an  adverse  economic 
impact  on  American  shipping  and  the  American  consumer.  We  strongly  feel  that 
our  foreign  trade,  balance  of  payments  and  Gulf  and  Atlantic  regional  economies 
cannot  stand,  without  major  adverse  impacts  to  the  national  interest,  the  possi- 
bility of  large  uncontrollwl  increases  in  tolls  for  the  Panama  Canal  after  passage 
of  the  implementing  legislation.  I  appreciate  very  much  having  had  the  oppor- 
tunity to  present  our  views  to  the  Committee  today. 

Thank  you. 

[Enclosure :  6  Appendices.] 

1 — Statement  of  North  Atlantic  Ports  Association.  (Separately  Transmitted) 

2 — Statement  of  South  Alantic  Ports  Association.  (Separately  Transmitted) 

3— Statement  of  Ely  M.  Brandes. 

4 — ^lagazine  Article  on  New  Lykes  Service. 

." — Economic  Impact  of  Panama  Canal  of  Waterborne  Shipments. 

6 — Highlights  of  Ports'  Proposed  Amendments. 

*Sonrce:  Food  and  Agricultural  Export  Directory,  USDA  Foreign  Agricultural 
Service.  May  1976. 
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APPENDIX    1 


Prepared  Statement  by  Richard  A.  Lidinsky,  Jr.,  Chairman.  Panama  Canal. 
Committee,  North  Atlantic  Ports  Association 

Thank  you,  Mr.  Chairman.  I  am  Richard  A.  Lidinsky,  Jr.,  Assistant  Director  of 
Transportation  of  the  Mar.vland  Port  Administration,  appearing  today  as  Chair- 
man of  the  Panama  Canal  Committee  of  the  North  Atlantic  Ports  Association 
(NAPA).  NAPA  represents  the  major  public  and  private  port  authorities  and 
terminal  operators  from  Maine  to  Virginia  to  include  the  world  ports  of  Boston, 
New  York,  Philadelphia,  Baltimore  and  Norfolk. 

The  Panama  Canal  Committee  was  formed  by  Special  Resolution  at  the  NAPA 
semiannual  meeting  in  December,  1978.  The  membership  felt  it  imperative  that 
Congress  be  aware  of  the  potential  impact  of  the  implementing  legislation  on  the 
North  Atlantic  Port  Range.  However,  we  want  to  stress  at  the  outset  that  our 
concerns  are  not  regional.  It  is  in  the  general  national  interest  for  the  Canal  to 
remain  a  viable  mechanism  for  the  movement  of  domestic  and  foreign  commerce. 

Since  the  Treaties  have  been  ratified,  we  recognize  that  the  United  States  has 
certain  legal  and  moral  commitments  to  Panama,  but  we  ahso  feel  vessel  owner 
confidence  in  future  use  of  the  Canal  must  be  maintained.  To  that  end  we  have 
joined  with  interested  ports  from  Minnesota  to  Texas,  in  a  Great  Lakes-Atlantic- 
Gulf  coalition  and  we  are  pleased  to  inform  you  that  organizations  such  as  the 
International  Longshoreman's  Association,  AFL-CIO,  the  Great  Lakes  Termi- 
nals Association  fully  support  our  position,  while  others  such  as  the  Council  of 
North  Atlantic  Shipping  Association  (CONASA)  and  the  Japanese  Shipowners 
Association  endorse  our  general  goals. 

Before  our  coalition  testified  in  the  House  of  Representatives  on  H.R.  Ill 
and  H.R.  1716,  which  was  sponsored  by  the  Administration,  experts  in  all  our 
ports  analyzed  both  pieces  of  legislation.  Particular  attention  was  given  to 
Chapters  1  and  10.  Title  I,  of  H.R.  Ill,  and  Chapters  1  and  2,  Title  II,  of  H.R. 
1716,  a  bill  identical  to  S.  1024. 

Our  analysis  led  us  to  support  H.R.  Ill,  for  although  we  did  not  agree  with 
all  of  its  previsions,  we  felt  it  lietter  reflected  the  dual  responsibility  to  honor  the 
Treaty,  yet  provide  for  continued  user  confidence  in  the  Canal.  We  then  offered 
specific  amendments  in  the  Canal  Commission  composition  and  toll  areas,  which 
were  adopted  in  whole  or  part  by  the  Panama  Canal  Subcommittee,  the  full 
INIerchant  Marine  and  Fisheries  Committee,  and  finally  by  the  House  itself  with- 
out dis.'^ent  or  debate  concerning  the  areas  we  felt  most  crucial  to  our  efforts. 
Attached  to  my  statement  (Appendix  B)  are  the  specific  amendments  to  H.R.  Ill 
adopted  by  the  House  in  a  form  which  could  be  used  by  your  Committee  to 
amend  S.  1024  should  you  desire  to  do  so,  but  in  summary  form  here  are  the 
three  areas  of  crucial  concern  to  our  coalition  : 

1.  Panama  Canal  Conimisf^inn  ronipofiitinn. — We  feel  it  necessary  for  the 
private  sector  to  oversee  and  have  input  in  Canal  operations.  Section  102  of 
H.R.  Ill  could  be  used  as  a  substitute  for  Section  205  of  S.  1024  and  thus 
allow  the  Pre.sident  to  appoint  to  the  Commission,  with  the  advice  and 
consent  of  the  senate,  American  members  with  experience  in  shipping,  port, 
and  labor  matters. 

2.  Future  Toll  SfaWity — Since  u.ser  confidence  in  the  Canal  is  the  key  to 
future  vial)ility  of  the  Canal  as  opposed  to  alternative  land  services,  the  final 
sentence  of  Section  412(b)  of  H.R.  Ill  could  be  attached  to  Section  2.^2 (a) 
of  S.  1024  and  thus  insure  that  tolls  would  not  be  needlessly  increased  merely 
to  insure  payment  of  optional  monies  to  Panama. 

3.  Procedural  fairness — In  the  years  ahead  when  the  Commission  has  to 
increa.se  the  tolls,  all  concerned  parties  could  have  their  .say  in  a  reasoned 
atmosphere  of  thorough  analysis  by  adoption  of  the  language  in  Section 
414(a)  of  H.R.  111.  which  would  amend  Section  2.S0(b)  of  S.  1024  and  thus 
insure  in  this  statutory  enactment  that  the  so-called  Long  T"fnderstanding 
for  consideration  of  all  transportation  factors  is  given  meaning. 

Attached  also  to  this  statement  (Appendix  A)  is  a  compendium  of  materials 
relevant  to  our  interest  in  this  area.  The  North  Atlantic/Far  East  trade  accounts 
for  nearly  one-third  of  Canal  traffic  and  the  economic  impact  on  North  Atlantic 
port  statps  is  over  one  billion  dollars  and  40.000  jobs.  Since  the  early  1970's  the 
erosion  of  this  trade  by  land-based  transportation  alternatives  has  caused  us 
great  concern.  Therefore,  we  are  most  anxious  that  toll  stability  for  Canal 
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traffic  Di-evail  iu  the  rears  ahead.  A  receut  article  in  the  Harvard  Laiv  Review 
(Vol  19,  No.  1,  Winter  1978)  by  William  G.  Hamlin,  Jr.  addresses  our  concern 
over 'the  possibility  of  massive  toll  increases  which  could  ultimately,  m  Mr. 
Hamlin's  words,  ".  .  .  be  to  the  detriment  of  United  States  consumers  As  the 
author  notes,  ".  .  .  the  treaties  deal  with  tolls  in  a  relatively  cursory  fashion. 

This  is  of  course  odd,  or  perhaps  revealing,  for  the  Administration  s  attitude  on 
this  key  question,  as  stated  iu  public  pronouncements  and  testimony  m  the 
House  has  been  nonchalant.  We  have  been  told  that  toll  increases  would  be 
"negligible  "  yet  no  supporting  analysis  or  data  assures  us  this  will  be  the  case. 
Indeed  so  great  was  our  concern  in  this  area  that  when  we  testified  in  the  House 
we  retained  the  famous  Canal  toll  economic  expert,  Ely  Brandes,  who  testified 
that  he  also  shares  our  fears  in  this  matter.  We  are  certain  that  a  Commission 
composed  of  private  sector  members,  having  a  statutory  guideline  regarding  toll 
inci-ea^es  and  reasonable  procedures  for  analyzing  such  increases  as  H.R.  Ill 
provides,  will  act  in  a  favorable  and  fiscally  responsible  manner  and  tbus  allay 

these  fears.  ^  ^  ,  ^    ^,  , 

In  conclusion,  I  would  state  it  is  now  up  to  the  Senate  to  complete  the  work  on 
this  important  implementing  legislation  in  a  manner  consistent  with  the  laudable 
work  of  the  House  of  Representatives,  particularly  Congressman  John  M.  Murphy 
and  his  Committee.  My  Committee,  and  the  port  coalition  of  which  we  are  a 
member,  believed  in  January  and  believe  even  more  so  now  that  the  Congress 
must,  and  indeed  will,  pass  implementing  legislation  that  honors  our  Country's 
commitments  under  the  Panama  Canal  Treaties,  but  insures  the  continued  well- 
being  of  our  waterborne  commerce,  our  ports,  our  states,  and  above  all,  the 
American  people. 

Thank  you  and  I  will  be  glad  to  answer  any  questions  and  pledge  our  assistance 
to  the  Committee  as  work  progresses  on  this  vital  legislation. 

APPENDIX  A 

Federal  Maritime  Commission, 

Washington,  B.C.,  May  8, 1978. 
TAR-F :  34-IRGM 

Richard  A.  Lidinsky,  Jr., 

Assistauf  Director  of  Transportation,  Maryland  Department  of  Transportation, 
The  World  Trade  Center  Baltimore,  Baltimore,  Md. 

Deae  Mr.  Lidinsky  :  This  is  in  response  to  your  letter  of  March  29,  1978, 
pertaining  to  your  preparation  of  an  analysis  and  possible  amendments  relative 
to  the  implementing  legislation  for  the  Panama  Canal  Treaties. 

In  order  to  assist  you  in  establishing  an  average  figure  covering  rate  increases 
for  canal  tolls  we  have  compiled  the  following  statistics.  The  currency  surcharge 
average  adjustment  increases  for  the  period  1977  to  current  1978  was  4.2  percent. 
The  average  percent  of  bunker  surcharge  amounts  established  during  the  period 
January  1,  1977,  to  the  present  time  is  approximately  three  percent.  The  average 
general  rate  increases  covering  all  conferences  and  rate  agreements  amount  to 
13.6  percent. 

The  Commission  in  the  past  has  expressed  its  views  relative  to  increased  canal 
tolls  by  stating  that  if  it  is  determined  that  valid  operating  expense  factors 
justify  the  charges,  it  would  not  interpose  any  objection  to  an  increase. 

Further,  the  Commission  is  very  cognizant  of  the  fact  that  technological 
changes  have  developed  in  international  transport  services  which  competes 
landbridge  with  the  all-sea  services  ^ia  the  Panama  Canal.  Various  shipping  lines, 
as  you  are  aware,  have  filed  joint  tariffs  with  the  Commission  which  contain 
through  intermodal  rates  that  utilize  rail  and  truck  service  over  the  United 
States.  Any  increased  expenses,  which  are  applied  via  the  all-water  route  through 
the  Canal,  might  cause  a  diversion  of  cargo  to  the  mini-bridge/landbridge  service. 
This,  of  course,  could  affect  the  overall  cargo  that  would  move  through  the  Port 
of  Baltimore.  The  Commission  is  maintaining  a  continual  surveillance  over  this 
problem  as  it  effects  all  United  States  ports  that  handle  Panama  Canal  cargo. 

It  is  hoped  that  the  above  information  and  comments  will  be  beneficial  to  you. 
If  we  can  be  of  any  further  assistance,  please  let  us  know. 
Sincerely  yours, 

EnwARD  F.  Hawkins. 
Chief,  Office  of  Tariffs  and  Intermodalism, 

Bureau  of  Compliance. 
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IMPORT  FAR  EAST  MINI  BRIDGE  AND  ALL  WATER  GENERAL  CARGO  TONNAGE 

[In  short  tons] 


Customs  district 


New  York 


Eastbound  cargo  in  bond  in  short  tons: 

1977 281,238 

1976"'" 175,046 

1975 ..- 100,523 

Percentage  change: 

1977/1976 +60.7 

1977/1975-. +179.8 

All  water  import  general  cargo: ' 

1977                     --.  1,244,605 

1976"""          .  --  1,308,103 

1975:;:.. 913,273 

Percent  of  eastbound  cargo  to  total  general 

1977 22.6 

1976 13.4 

1975 10.9 


Philadelphia 

Baltimore 

Hampton 
Roads 

4  port  total 

57,  479 
42,  404 
22,775 

74,  424 
46,  877 
21,521 

50, 198 
34, 181 
18,  828 

463, 339 
298,  508 
163,  647 

+35.6 
+152.4 

+58.8 
+245. 8 

+46.9 
+166.6 

+55.2 
+183. 1 

184,  596 
162, 365 
150,  994 

275,717 
270,  432 
213,254 

53,  694 

66,  587 

67,  722 

1,758,612 
1,807,487 
1,350,243 

31.1 
26.1 
15.1 

27.0 
17.3 
10.1 

93.5 
51.3 
27.8 

26.3 
16.5 
12.1 

1  Total  cargo  less  bulk  commodities,  wood  products,  iron  and  steel  products,  and  transportation  equipment  from  Japan. 
Source:  Prepared  by  Delaware  River  Port  Authority,  1978. 

The  major  trade  routes  over  which  Panama  Canal  cargo  moves  are  shown  in 
table  III  below: 

TABLE  III.— PANAMA  CANAL  CARGO  MAJOR  TRADE  ROUTES  1978  AND  1969 
|ln  thousands  of  long  tons] 


Fiscal  year 

1978 

Fiscal  year 

1969 

Trade  route 

Long  tons 

Percent 
of  total 

Long  tons 

Percent 
of  total 

East  coast  United  States: 

Asia 

West  Coast  Central  America. .  . 

46,  378 

1  17,  777 

13, 129 

11,169 

6,637 

5,274 

4,903 

4,090 

3,805 

2,688 
2,257 
1,800 

32.5 
12.5 
9.2 
7.8 
4.6 
3.7 
3.4 
2.9 
2.7 

1.9 
1.6 

1.3 

39,  486 
1,192 
7,600 
7,383 
3,793 
3,034 
5,618 
3,995 
2,187 

2,659 
3,698 
2,400 

39.0 
1.2 

Europe — West  coast  United  States/Canada 

7.5 

East  coast  United  States— West  coast  South  America 

U.S.  intercoastal  (includino  Alaska  and  Hawaii) 

East  Coast  United  States/Canada — Oceania 

7.3 
3.7 
3.0 

Europe — West  coast  South  America           — .  ._     -  --- 

5.5 

South  American  intercoastal 

East  coast  Canada— Asia -— 

Europe: 

Oceania 

3.9 
2.2 

2.6 

Asia 

West  Indies— Asia - 

3.6 

2.4 

Subtotal -  — 

All  other  routes - 

119,907 
22,611 

84.1 
15.9 

83,  045 
18,  328 

81.9 
18.1 

Total - - 

142,518 

100.0 

101,373 

100.0 

'  In  canal  trade  route  statistics,  North  Slope  oil  originating  in  Alaska  is  shown  as  transshipped  cargo  from  Parita  Bay, 
Panama,  if  the  vessel's  voyage  originated  there. 
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HISTORICAL  TRAFFIC  STATISTICS '—PRINCIPAL  TRADE  ROUTE,  1972-78 


1972 


1973 


1974 


1975 


Tran- 
sition 
1976     quarter 


1977 


1978 


0,644 

42, 196 

46,  531 

3,629 

12,  677 

14,015 

2,245 

9,578 

13, 108 

1,875 
1,441 
1,107 

8,111 
4,512 
4,622 

7,723 
3,099 
3,934 

1,405 

5,396 

6,373 

503 

2,911 

1,685 

323 

1,185 

981 

599 

1,134 

359 

961 

3,262 
4,424 
1,972 
4,598 

19, 137 
3,  818 
2,517 
4,844 

1,082 
6,378 

4,283 
23,  626 

5,126 
24,016 

Traffic  (thousands  of  Panama  Canal 
net  tons): 
East  coast  United  States— Asia....    34,326      41,320      44,267      41,970      40,610 
Europe— West  coast  United  States/ 

Canada 10,160      10,525      10,321      10,186      12,293 

East  coast  United  States— West 

coast  South  America. 8,057        8,108        9,916        9,792        8,940 

Europe: 

West  coast  South  America....      8,266       7,691        6,362       7,642       7,206 

Asia.. 7,747      10,638      11,862      13,779       9,639 

Ocenia... 4,078        4,357        4,280        4,484        4,314 

U.S.  intercoastal  (including  Alaska 

and  Hawaii) 3,492        4,138        4,977        4,627        5,213 

West  Indies— West  coast  United 

States 2,425        1,897        2,428        2,786        2,556 

East  coast  South  America — West 

coast  United  States 2,147        1,927        3,139        2,277        1,627 

East  coast   United  States— West 

coast  Central  America/iVlexico...      2,320       2,258       2,625       2,829       2,170 

South  American  intercoastal 3,139        2,421        3,104        3,532        3,217 

West  Indies— Asia 1,885        1,888       2,092        1,921        1,569 

East  coast  Canada— Asia 3,128        3,758        4,039        3,891        3,777 

East  coast  Unites  States/Canada— 

Ocenia 3,041        3,492       3,819       4,112        3,991 

All  other  routes 18,760      21,736      23,085      21,226      20,662 

Total. 112,971    126,204    135,716    135,054    127,784 

Cargo  (thousands  of  long  tons): 

Eastcoast  United  States— Asia....    40,036      50,051      56,935      55,402      46,157 
Europe— West  coast  United  States/ 

Canada.. _ 9,160      10,210      11,555      11,561      10,803 

East  coast  United   States— West 

coast  South  America 6,805       7,929       8,498       8,417       6,704 

Europe; 

West  coast  South  America....      5,729       4,839       4,782        5,481        4,437 

Asia 5,783       6,346       8,500      10,028       5,914 

Oceania 2,938       3,307        3,588       3,590       3,095 

U.S.  intercoastal  (including  Alaska 

and  Hawaii) 3,134        3,812        4,647        4,386        4,462 

West  Indies— West  coast  United 

States 2,341       2,065       2,279       2,746       2,322 

East  coast  South  America— West 

coast  United  States 2,744        2,576        4,462        2,934        1,577 

East  coast  United  States— West 

coast  Central  America/IVIexico...      1,626        1,717        2,170        1,869        1,767 

South  American  Intercoastal 3,812       3,306       4,598       4,675       3,827 

West  Indies— Asia 2,141        2,352       2,557       2,150        1,274 

East  coast  Canada— Asia 3,549       3,670       4,025       3,461        2,749 

East     coast     United     States/ 

Canada— Oceania 3,432       3,395       4,005       4,130       3,964 

All  other  routes 16,004      20,529      25,306      20,271      18,160 

Total 109,234    126,104    147,907    140,101    117,212 


33,  686    133,  353      156, 907 


12,172 

47,  376 

46,  378 

2,705 

11,278 

13, 129 

1,813 

7,687 

11,169 

1,302 
949 
802 

5,433 
3,090 
2,896 

4,903 
2,257 
2,688 

1,109 

5,029 

6,637 

521 

2,655 

1,463 

229 

759 

749 

393 

1,374 

295 

757 

3,015 
4,836 
1,323 
3,623 

17,777 
4,090 
1,800 
3,805 

1,184 
3,283 

4,403 
19,  576 

5,274 
20,  399 

30,  888 

122,979 

142,518 

>  Toll-paying  ocean-going  commercial  traffic  (vessels  of  300  Panama  Canal  net  tons  and  over). 


HISTORICAL  TRAFFIC  STATISTICS'— PRINCIPAL  COMMODITIES  SHIPPED  THROUGH  THE  CANAL,  1972  78 

[In  thousands  of  long  tons) 

Transi- 
tion 

1972         1973         1974         1975         1976  quaiter  1977  1978 

Canned  and  refrigerated  foods 3,744        3,946        4,196        4,143        4,097  1,040  4,193  4,153 

Chemicals  and  petroleum  chemicals...      2,642        2,641        3,403        2,644        2,510  790  2,706  3,107 

Coal  and  coke 14,615      14,000      18,852      26,303      16,704  3,665  12,921  10,918 

Grains 12,514      19,928      24,039      17,779      19,075  5,565  23,334  24,767 

Lumber  and  products 7,097        7,127        7,674        5,741        5,648  1,687  6,891  6,963 

Machinery  and  equipment 2,782        2,566        2,445        2,573        2,315  459  1,970  2,269 

Manufacturers  of  iron  and  steel 9,145        9,635        8,789      11,237        8,871  2,348  8,719  9,056 

Minerals,  miscellaneous.... 2,264        2,429        2,345        2,404        2,265  649  2,727  2,707 

Nitrates,  phosphates,  and  potash 8,614        7,876        8,850        9,390        6,218  1,504  7,163  7,932 

Ores  and  metals 9,836      12,473      13,362      13,295       8,610  2,475  9,979  10,166 

Other  agricultural  commodities 8,481        8,499       8,210       7,151        5,957  1,574  6,064  6,596 

Petroleum  and  products 17,418      22,966      31,956      23,905      21,928  5,778  22,693  40,540 

Miscellaneous 10,082      12,018      13,576      13,536      13,014  3,354  13,619  13,344 

Total 109,234    126,104    147,907    140,101    117,212  30,888  122,979  142,518 

'  Toll-paying  ocean-going  commercial  traffic  (300  Panama  Canal  net  tons  and  over). 
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TABLE  NO.  1— ECONOMIC  IMPACT  OF  WATERBORNE  SHIPMENTS  VIA  PANAMA  CANAL  FOR  ATLANTIC  AND  GULF 

COAST  PORTS  GROUPED  BY  STATE 

Long  Direct  Total        Employment 

tons  impact  impact  Impact 

State  of  load/discharge: 

Alabama                               - 3,755,500  165,242,000  264,387,223  6,259 

Connecticut                              -  201,972  8,886,768  14,218,849  336 

Delaware     ""                                     69,955  3,078,020  4,924,893  116 

Florida                                     - 4,454,542  195,999,848  313,599,801  7,424 

Georgia""'" 906,209  39,877,596  63,804,220  1,510 

Louisiana"               - 19,610,880  842,878,720  1,380,605,973  32,684 

Maine                     '  '              - — -  27,261  1,199,484  1,919,214  45 

Maryla'nd"""                                             --  5,456,253  240,075,132  384,120,243  9,093 

Massachusetts -- 816,356  35,919,664  57,471,481  1,360 

Mississippi - 1,135,161  52,147,084  83,435,377  1,975 

New  Hampshire                    90,250  3,971,000  6,353,630  150 

New  York/New  Jersey 4,670,044  205,431,936  326,771,142  7,763 

North  Carolina                                 444,505  19,563,220  31,293,217  740 

Pennsylvania                 2,422,339  106,565,116  170,536,244  4,037 

Rhode  Island          143,810  6,327,640  10,124,250  239 

South  Carolina           723,710  31,843,240  50,949,135  1,206 

Texas                                                                10,642,509  468,279,395  749,232,676  17,737 

Virginia.-" - -  10,861,916  478,804,304  766,086,914  18,136 

Total... 66,503,331  2,926,146,564  4,681,834,555  110,833 

Note:  Panama'Canallshipments'defined  as  all  cargoes  loaded  and  discharged  on  west  coasts  of  Mexico,  Central  and 
South  America,  Far  East,  Australia,  and  Oceania. 

Direct  impact  equals  $44  per  long  ton.  Total  impact  equals  1.6  times  direct  Impact.  Employment  equals  1  job  per  600 
long  tons. 

[From  American  Seaport,  December  1978] 
Liner  Cargo  Changing  Patterns 

(John  R.  Immer) 

Fundamental  changes  now  taking  place  in  the  distribution  pattern  of  water- 
borne  liner  cargo  will  have  a  major  effect  on  the  future  development  of  each 
United  States  port.  Liner  cargo,  as  opposed  to  tramp,  irregular  or  tanker  services, 
places  a  much  greater  demand  upon  all  port  services  and,  by  the  same  token, 
contributes  more  to  the  prosperity  of  the  port. 

Liner  exports  consist  predominantly  of  manufactured  or  processed  products 
and  materials.  The  largest  single  source  for  these  products  in  the  Western 
Hemisphere  is  the  great  "Heartland"  of  the  North  American  continent — an  area 
consisting  of  the  North  Central  states  of  the  U.S.  and  the  province  of  Ontario 
in  Canada.  This  is  the  area  whose  entry  ports  have  been  changing  and  will 
continue  to  change. 

The  entire  trade  to  and  from  this  area  is  subject  to  diversion  and  rapid  changes 
of  distribution  pattern.  The  area  is  highly  reactive  to  new  methods  improved 
service,  lower  costs  and  more  efficient  methods  of  transport  and  distribution. 
Imports  for  processing  and  fabrication  to  be  u.sed  in  manufacturing  will  have 
the  same  distribution  pattern  as  the  exports.  Imports  for  consumption  will  be 
distributed  more  on  the  basis  of  regional  income  levels.  Imports  for  the  Heartland 
will  be  drawn  to  the  same  services  and  facilities  developed  to  attract  the  exports. 

SUMMARY  OF  CHANGES 

From  1970  to  1977,  the  ports  of  the  North  Atlantic.  Gulf  and  the  Great  Lakes 
lost  6.8  million  long  tons  of  liner  cargo.  During  the  same  period  the  Pacific  ports 
gained  nearly  4  million  long  tons.  The  ports  of  the  South  Atlantic  gained 
623,000  long  tons.  Stated  percentagewise,  the  loss  of  the  North  Atlantic.  Gulf 
and  Great  Lakes  ports  amounted  to  21.5  percent  of  their  total  1970  liner  cargo 
while  the  Pacific  ports  increased  their  liner  cargo  traflfic  by  nearly  54  percent. 
The  trade  from  South  Atlantic  ports  increased  nearly  16  percent.  This  consti- 
tutes a  drastic  change  in  the  pattern  of  distribution  for  liner  cargo  and  indicates 
that  strong  forces  are  at  worlv. 

There  are  several  forces  at  work  to  cause  these  changes.  The  first  of  these 
involves  basic  demographic  changes.  A  major  shift  in  population  lias  been  taking 
place  for  some  time.  More  factories  are  opening  and  expanding  in  the  South 
Central  and  Pacific  areas  than  in  the  Middle  West  and  North  East  regions. 
If  this  were  the  sole  determinant,  however,  the  Gulf  and  South  Atlantic  ports 
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should  have  had  the  greatest  increase  during  this  period.  This  did  not  happen 
because  of  another  factor.  The  Gulf  ports  delayed  too  long  in  setting  up  the 
port  structures  required  for  containerization  and  it  will  take  some  doing  to 

catch  up.  T.       , 

Perhaps  the  most  important  single  force  in  causing  these  changes  has  been 
the  impact  of  the  railroads.  Piggyback  is  most  efficient  at  greater  distances, 
thus  its  growth  minimi.'^es  the  negative  aspect  of  distance  and  makes  the  far- 
distant  port  more  competitive  with  the  nearer  port.  Shorter  distances  tend  to 
be  served  more  by  truck  than  by  rail,  hence  increasing  labor  costs  causing 
immediate  truck  rate  increases  which  favor  the  distant  port  over  the  nearer  port 
in  the  long  run.  A  part  of  this  picture  is  the  aggressiveness  of  the  Western  and 
Canadian  railroads  and  the  shambles  of  the  railroads  connecting  the  Middle 
West  with  the  North  Atlantic  and  Gulf  ports.  There  is  a  correlation  between 
the  success  of  the  Southern  and  Family  Railways  and  the  growth  of  traffic 
through  the  South  Atlantic  ports. 

Changes  in  the  Great  Lakes  traffic  have  been  due  to  the  fact  that  shipping 
companies  have  begun  to  realize  that  it  takes  longer  to  go  from  Montreal  to 
Chicago  tlian  it  does  from  Halifax  to  Liverpool.  This  reduces  the  round  trips 
per  year  and  the  total  tonnage  a  ship  can  transport  per  year.  Work  Saving 
International  showed  in  1962  that  liner  cargo  could  be  carried  more  cheaply 
by  rail  from  Chicago  to  Halifax  than  it  could  be  carried  by  water.  This  study 
resulted  in  the  development  of  Halifax  as  a  container  port  and  the  formation 
of  the  Dart  Containerline. 

The  character  of  the  total  services  of  a  port  has  facilitated  or  stimulated 
changes  in  the  traffic  patterns.  In  the  past,  traffic  patterns  have  tended  to 
remain  rigid.  Strikes  and  arbitrary  labor  conditions  encourage  companies  to  try 
new  routes,  new  ports  and  new  shipping  services.  Once  tried,  sometimes  they 
like  the  new  route  better  and  a  permanent  traffic  change  has  occurred.  Such 
conditions  have  hurt  Boston  and  New  York  particularly  and  do  not  seem 
likely  to  change.  Improvement  in  container  handling  and  processing  through 
the  port  is  more  likely  to  occur  in  Southern  and  Western  ports  which  will  cause 
th^  trend  toward  those  ports  to  continue. 

CHANGES  IN  EXPORTS 

The  regional  changes  in  the  volume  of  exports  of  liner  cargo  from  1970  to 
1977  are  summarized  in  Table  1.  This  table  is  based  upon  the  specific  tonnage 
figures  for  each  major  port  as  shown  in  Table  III.  Total  liner  exports  declined 
for  the  period  from  28.875.000  long  tons  to  25,199,000  long  tons,  a  decrease  of 
3,676.000  long  tons  or  12.7  percent.  The  North  Atlantic,  Gulf  and  Great  Lakes 
regions  lost  4.8  million  long  tons  and  the  Pacific  ports  increased  their  output  by 
2.0  million  tons. 

TABLE  1.— REGIONAL  CHANGES  IN  V0LUR1E  OF  LINER  EXPORTS,  1970-77 


Region 


Change 

in  1,000 

long  tons 


Percent 

change 
in  volume 


Change 

in  percent 

of  total 


North  Atlantic -1,645  -19.3 

South  Atlantic +468  +22.1 

Gulf  Ports -2,738  -31.6 

South  Pacific +1,438  +50.1 

North  Pacific +492  +49.6 

Great  Lal<es -470  -63.9 


-2.3 
+3.0 
-6.5 
+7.2 
+2.5 
-1.5 


Source:  Table  III. 


TABLE  II.— REGIONAL  CHANGES  IN  VOLUME  OF  LINER  IMPORTS,  1970-77 


Region 


Change 

in  1,000 

long  tons 


Percent 

change 

in  volume 


Change 

In  percent 

of  total 


North  Atlantic. 
South  Atlantic. 

Gulf  Ports 

South  Pacific. 
North  Pacific. 
Great  Lakes... 


-1,011 

-10.3 

-5.2 

+155 

+8.6 

+.6 

-123 

-4.1 

-.7 

+1,495 

+52.5 

+6.9 

+539 

+79.6 

+2.7 

-732 

-70.1 

-3.9 

Source:  Table  IV. 
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TABLE  III— U.S.  WATERBORNE  EXPORTS— LINER  CARGO 
[In  thousands  of  long  tons] 


Region  and  port 


1970 


Percent 
of  total 


1974 


Percent 
of  total 


1977 


Percent 
of  total 


North  Atlantic: 

Boston 

New  York  City. 
Philadelphia... 

Baltimore 

Norfom 

Newport  News. 


Total. 


South  Atlantic: 

Wilmington,  N.C 

Moorehead  City,  N.C. 

Charleston 

Savannah 

Jacksonville 

Miami 

San  Juan 


Total. 


Gulf  Ports- 

Tampa 

Mobile 

New  Orleans. 
Port  Arthur.. 

Beaumont 

Houston 

Galveston 


Total. 


South  Pacific: 

San  Diego 

Los  Angeles.-, 
Long  Beach... 
San  Francisco. 

Oakland 

Alameda 


Total. 


North  Pacific: 
Portland.. 
Seattle.... 


Total. 


Great  Lakes: 

Milwaukee. 

Detroit 

Chicago 


Total. 


Total  above  ports. 
Total  U.S.  ports... 


Listed  ports  percent  of  United  States.. 


110 

0.4 

149 

0.5 

118 

4,168 

14.4 

4,860 

17.3 

3,319 

670 

2.3 

879 

3.1 

539 

1,639 

5.7 

1,828 

6.5 

1,529 

1,278 

4.4 

1,249 

4.4 

1,060 

472 

1.6 

211 

.8 

127 

8,337 


85 
167 
402 
932 
238 
210 

84 


2,118 


8,653 


2,844 


556 
435 


991 


198 
111 
427 


736 


23, 679 
29, 875 


82.0 


28.9 


.3 
.6 
1.4 
3.2 
.8 
.7 
.3 


7.3 


30.0 


9.8 


1.9 
1.5 


3.4 


.7 

.4 
1.5 


2.5 


9,176 


32.6 


110 
78 
709 
997 
162 
338 
174 


.4 

.3 
2.5 
3.5 

.6 
1.2 

.6 


2,568 


9.1 


7,110 


25.3 


4,107 


14.6 


516 
709 


1.8 
2.5 


1,225 


4.3 


94 

33 

130 


257 


.9 


24,  443 
28, 113 

ssT 


6,692 


165 
83 
807 
903 
234 
296 
98 


2,586 


5,915 


138 

.5 

157 

.6 

10 

996 

3.4 

1,187 

4.2 

1,294 

405 

1.4 

974 

3.5 

1,055 

593 

2.1 

795 

2.8 

362 

621 

2.2 

953 

3.4 

1,549 

91 

.3 

41 

.1 

12 

4,282 


526 
957 


1,483 


129 

32 

105 


266 


0.5 
13.2 
2.1 
6.1 
4.2 
.5 


26.6 


.7 

.3 
3.2 
3.6 

.9 
1.2 

.4 


10.3 


1,007 

3.5 

285 

1.0 

289 

1.1 

654 

2.3 

525 

1.9 

313 

1.2 

3,632 

12.6 

3,477 

12.4 

2,681 

10.6 

163 

.1 

182 

.6 

136 

.5 

380 

1.3 

189 

.7 

36 

.1 

2.088 

7.2 

1,859 

6.6 

1,990 

7.9 

729 

2.5 

593 

2.1 

470 

1.9 

23.5 


5.1 
4.2 
1.4 
6.3 


17.0 


2.1 
3.8 


5.9 


1.0 


21, 224 
25, 199 

84.2 


Source:  Bureau  of  the  Census,  SA-705. 
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TABLE  IV.— U.S.  WATERBORNE  IIVIPORTS— LINER  CARGO 
(In  thousands  of  long  tons] 


Region  and  port 

1970 

Percent 
of  total 

1974 

Percent 
of  total 

1977 

Percent 
of  total 

North  Atlantic: 

Boston 

New  York  City                  

505 
6,350 
1,203 
1,180 

536 
44 

2.4 
30.2 
5.7 
5.6 
2.5 
.2 

340 
6,392 

932 
1,786 

802 
44 

1.5 

28.5 

4.2 

8.0 

3.6 

.2 

270 
5,740 

600 
1,253 

892 
53 

1.3 
27.0 

Philadelphia 

Baltimore..  

2.8 
5.9 

Norfolk... 

Newport  News 

4.2 
.2 

Total.... 

9,818 

46.6 

10.296 

45.9 

8,808 

41.4 

South  Atlantic: 

Wilmington,  N.C 

Moorehead  City,  N.C 

Charleston 

236 
17 
346 
370 
252 
169 
413 

1.1 
.1 
1.6 
1.8 
1.2 
.8 
2.0 

208 
218 
422 
586 
272 
280 
307 

.9 
1.0 
1.9 
2.6 
1.2 
1.2 
1.4 

240 

2  ... 
463 
564 
206 
254 
229 

1.1 
2.2 

Savannah 

Jacksonville 

Miami                  

2.6 
1.0 
1.2 

San  Juan 

1.1 

Total 

1,803 

8.6 

2,293 

10.2 

1,958 

9-2 

Tampa 

Mobile 

195 

288 

1,461 

13 
974 
101 

.9 

1.4 
6.9 

.1 

4.6 
.5 

107 

453 

1,656 

1  .. 

1  .. 

1,670 

177 

.8 
2.7 
7.4 

7"4" 
.8 

62 

167 

1,495 

19 

16 

1,017 

138 

.3 

.8 

New  Orleans 

Port  Arthur.. 

Beaumont 

Houston 

Galveston 

1.0 
.1 
.1 

4.8 
.6 

Total 

3,037 

14.4 

4,135 

18.4 

2,914 

13.7 

South  Pacific: 

San  Diego 

51 
1,243 
566 
580 
295 
112 

.2 
5.9 
2.7 

2.8 

1.4 

.5 

25 
1,371 
923 
400 
555 
115 

.1 
6.1 
4.1 
l.S 
2.5 

.5 

6  ... 

1,730 
1,364 

348 

853 
41 

Los  Angeles 

8.1 

Long  Beach 

6.4 

San  Francisco            .  . .. 

1.6 

Oakland 

Alameda 

4.0 
.2 

Total 

2,847 

13.5 

3,389 

15.1 

4,342 

20.4 

North  Pacific: 

Portland 

Seattle 

218 

459 

1.0 
2.0 

243 
625 

1.1 
2.8 

153 
1,063 

.7 
5.0 

Total 

677 

3.0 

868 

3.9 

1,216 

5.7 

Great  Lakes: 

Milwaukee 

Detroit-... 

Chicago 

116 
459 
469 

.6 
2.2 
2.2 

32 

97 

131 

.1 

.4 
.6 

.37 
102 
173 

.2 
.5 

.8 

Total 

1,044 

5.0 

260 

1.2 

312 

1.5 

Total  above  ports 

19,  226 

21,241  .. 

19,550  ... 

Total  U.S.  ports 

21,061  .. 

22,445  .- 

21,291  ... 

Listed  ports  percent  of  United  States.. 

92.4 

94.6  . 

91.8  ... 

Source:  Bureau  of  the  Census,  SA-305. 


$8,  886,  768 

$14,  218,  849 

335 

3,078,020 

4,924,  SS3 

lis 

1,  199,  484 

1,919,214 

45 

240,  075, 132 

384, 120,  243 

9,093 

35,919,664 

57,471,481 

1,360 

3,  971,  000 

6,353,630 

150 

205,  481,  936 

328,771,142 

7,783 

105,585,116 

170,536,248 

4,037 

6,327,640 

10,124,250 

239 

478,  804,  304 

766,  086,  914 

18, 136 
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ECONOMIC  IP/IPACT  OF  WATERBORNE  SHIPMENTS  VIA  PANAMA  CANAL  FOR  ATLANTIC  PORTS  GROUPED  BY  STATES 

Long               Direct  Total        Employment 

tons              impact  impact                impact 

State  of  load/discharge: 

Connecticut ...-  201,972 

Delaware 69,955 

Maine 27,261 

Maryland 5,456,253 

Massachusetts 816,  356 

New  Hampshire 90,250 

New  York/New  Jersey 4,670,041 

Pennsylvania _-. 2,422.389 

Rhode  Island 143,810 

Virginia 10,881,916 

Note:  Panama  Canal  shipments  defined  as  all  cargos  ir  1976  loaded  and  discharged  on  west  coasts  of  Mexico,  Central 
and  South  America,  Far  East,  Australia,  and  Oceania. 

Direct  impact  equals  $44  per  long  ton.  Total  impact  equals  1.6  times  direct  impact.  Employment  equals  1  job  per  600 
long  tons. 

Source:  Port  of  New  Orleans  Import  Study,  1978. 

FOREIGN  AND  DOMESTIC  i  TRADE  OF  ALL  VIRGINIA  PORTS  UTILIZING  THE  PANAMA  CANAL,  CALENDAR  YEAR  1977 

[In  short  tons] 

Exports  Imports 

Foreign  country: 

Afghanistan 297                 2, 453 

India 85, 164                 15,  356 

Pakistan 2,625                      357 

Nepal 129                     331 

Bangladesh 14,816                 2,081 

Sri  Lanka 178                  5,966 

Burma 1  

Thailand 12,  720                35,  952 

Laos 16 

Malaysia  -. 7,963                91,655 

Singapore .- 5,  400                17, 923 

Indonesia 63,  658               170,  021 

Brunei 8 

Philippines 39,  452                28, 295 

Macao... 25 

China 529                 2,  423 

Republic  of  Korea.... 648,900               134,277 

Hong  Kong 3,662                  2,070 

Taiwan 102,305                22,628 

Japan 7,410,575               148,877 

Australia 77,  470                25,  663 

New  Zealand 12,398                35,957 

French  Pacific  Islands 4 

Equador 2,616                     206 

Peru .__ 274                  9.  303 

Chile 20,  222                90, 427 

Bolivia 921                       48 

Colombia 1,  936               144,  508 

Total,  foreign  trade 8,  714, 223              337,  834 

Grand  total  all  Virginia  ports 9,702,057 

Foreign  trade— 1977 32,  073,  406         12,  537, 641 

Total 44,  611,  047 

'  Domestic  trade— 60,000  short  tons  estimated  for  1977  (California). 
Source:  U.S.  Department  of  Commerce,  Bureau  of  the  Census. 
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Economic  impact  of  tonnar/e  for  Tirffinia  port  faciliiies  ivhich  pa.fsed  through 
the  Panama  Canal  during  calendar  year  1977 

Type  of  tonnage:  Economic  impact 

General  cargo $5-1,009,818 

Bulk 75,  762,  682 

Total  129,  772,500 

XOTE  1. — The  current  economic  impact  for  tonnage  handled  by  "Virginia  port  facilities 
is  .'S44.96  per  ton  of  general  cargo  and  $8.85  for  each  ton  of  bulk  cargo  handled.  This 
inchide.s  all  business  components  which  participate  in  cargo  handling. 

Note  2. — Excluded  from  the  tonnage  report  and  economic  impact  value  from  handling  is 
25  percent  of  coal  exports  to  Japan  which  is  estimated  to  move  in  large  volume  vessels 
■which  go  around  Cape  Horn. 

FOREIGN  AND  DOMESTIC  TRADE  OF  THE  PORT  OF  BALTIIVIORE  UTILIZING  THE  PANAMA  CANAL,  CALENDAR  YEAR 

1977 

[in  short  tons] 

Exports  Imports 

Foreign  country: 

Afghanistan 

India _. 

Pakistan 

Nepal 

Bangladesh 

Sm  Lanka 

Burma 

Thailand _ 

South  Vietnam 

Laos 

Malaysia 

Singapore 

Indonesia 

Brunei 

Philippines 

Macao 

Southern  Asia 

China 

Republic  of  Korea 

Hong  Kong 

Taiwan 

Japan 

Australia 

New  Zealand 

French  Pacific  islands 

Equador 

Peru 

Chile 

Bolivia 

Colombia  (Port  of  Buenaventura) 


77 

319 

7,234 

18,  067 

23,  728 

327 

5 

181 

29,  873 

2,484 

461 

4,919 

36  ... 

30,  365 
28  ... 

12,736 

1  ... 
7, 124 

30,"383 

15,  440 

2,836 

23,  593 

37,  055 

1,103... 

23,911 

137,  389 

31 

138 

3  ... 

805 

2,919 

282,  266 

28,  736 

26, 168 

12,510 

328,  272 

84,  909 

3,  737,  859 

428,  014 

17,512 

413,  008 

2,917 

5 

196 

46,  429 

10,996 

41,  888 

19,  852 

86,  304 

16,  993 

126.255 

6.  373 

5,727 

3, 158 

21,  067 

Total,  foreign  trade 4, 527,  380           1,  544,  605 

Grand  total.  Port  of  Baltimore 6,071,985 

Foreign  trade— 1977 14,  039,  561          16,  368,  524 

Total 30,408,085 


Shipments  Receipts 

Domestic  intercoastal/offshore: 

California ._ 

Hawaii _ 19,116  25,333 

Guam 1,090 

Washington 78,588 

Oregon 8,425 


Total... 20,206              112,346 

Grand  total  Port  of  Baltimore 132,552 

Domestic  trade— 1977 972,978           5,792,286 

Total 6,765,264 

Sources:  U.S.  Department  of  Commerce,  Bureau  of  the  Census,  the  Maritime  Administration. 
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FOREIGN  AND  DOMESTIC  TRADE  OF  THE  PORTS  OF  PHILADELPHIA  UTILIZING  THE  PANAMA  CANAL,  CALENDAR 

YEAR  1977 

Exports  Imports 

Foreign  country: 

Afghanistan - -  241  10,  754 

India -- - 8,711  14,698 

Pakistan 18,308  194 

Nepal 0  64 

Bangladesh - - 2,301  6,805 

Ceylon...- 61  5,064 

Burma -; 5  0 

Thailand - - 10,512  20,635 

Laos. - 0  0 

Malaysia 1,774  14,850 

Singapore - 2,224  1,311 

Indonesia 12,050           2,221,948 

Philippines .-- - -.  37,667  212,774 

Macal - --- 0  12 

China 1,942  1,845 

Outer  Mongolia 0  18 

Republic  of  Korea - 154,  334  248,  394 

Hong  Kong - 8,351  11,667 

Taiwan - 38,879  132,485 

Japan -..- 234,821  884,843 

Australia - -- 53,800  277,158 

New  Guinea 337  1,936 

New  Zealand 11,134  55,259 

Western  Samoa - -.. 0  347 

Other  Pacific  islands 5  1 

Ecuador 7,910  55,638 

Peru 67,124  436,887 

Chile 13,552  48,597 

Bolivia 4,022  1,270 

Total,  foreign  trade 690,065           4,665,454 

Total,  export  and  import - 5,355,519 

Foreign  trade-1977 4,  206, 178         72,  567,  468 

Total 76,773,646 

FOREIGN  TRADE  OF  THE  PORT  OF  NEW  YORK  UTILIZING  THE  PANAMA  CANAL,  1977 

[In  short  tons] 

Exports  Imports 

Foreign  country: 

Afghanistan 6, 272  963 

India 58,560  106,741 

Pakistan 46, 097  5, 590 

Nepal 462  1,064 

Bangladesh 7,  326  7,  065 

S:i  Lanka... 600  11,852 

Burma 977  9 

Thailand 26, 406  74, 348 

South  Vietnam 4  6 

Laos 17  58 

Malaysia.. 9, 199  106,453 

Singapore 20,  526  19,  244 

Indonesia 16,887  223,483 

Brunei 610 

Philippines 40,  592  357, 352 

Macao 3  1,  507 

Southern  Asia,  n.e.c 10 

China 1, 857  33, 184 

Republic  of  Korea 258,592  132,684 

Hong  Kong 46,900  129,143 

Taiwan 95,803  266,776 

Japan 403,  010  746,  371 

Australia 96, 955  331, 891 

New  Zealand 18,465  61,049 

French  Pacific  islands 458  2 

Equador 39,412  239,422 

Peru 26, 299  158, 461 

Chile 45,  415  48,  534 

Bolivia 11,988  7,709 

Cohjmbia  (Port  of  Buenaventura) 57,241  473,673 

Total,  foreign  trade 1,  332,  003           3,  548, 174 

Grand  total 4,  880, 177 

Foreign  trade— 1977 5,  730,  058          58,  608, 179 

Total 68,338,237 
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MASSACHUSETTS    PORT  AUTHORITY,   MARITIME   DIVISION— IMPORT  MINIBRIDGE  AND  ALL  WATER  GENERAL 

CARGO  TRAFFIC   BETWEEN   THE   FAR   EAST  TRADE  AREA  AND   U.S.   NORTH   ATLANTIC    PORTS,   CALENDAR 

YEAR  1977 

|ln  short  tons] 


Boston 

New  York 

Phila- 
delphia 

Baltimore 

Hampton 
Roads 

5  port  total 

Minibridge  traffic           

114,273 

281,238 
1,  244,  605 

57, 479 
184,  596 

74,  424 
275,717 

50, 198 
53,  694 

577,  612 

All  water  traffic        

75,371 

1,  833,  983 

Source:  American  Association  of  Port  Authorities.  AAPA  advisory  Nov.  6,  1978. 


MASSACHUSETTS    PORT  AUTHORITY,   MARITIME  DIVISION— FOREIGN   OCEANBORNE  TRADE   OF  THE   PORT  OF 
BOSTON  MOVING  VIA  THE  PANAMA  CANAL  AND  ITS  IMPACT  UPON  THE  U.S.  ECONOMY,  CALENDAR  YEAR  1977 

[In  short  tons) 

Employ- 
Total  Direct  Total        ment 
Exports    Imports    tonnage              Value           impact           impact      impact 

Canada-Pacific            .    -- 41,104  41,104  $7,307,932  $1,614,800  $2,583,680  61 

India               '"                        --- 742  742  1,093,190  29,172  46,675  1 

Pakistan' 12,145  1  12,146  764,829  477,180  763,488  18 

BaneladeVh"  '             5,450 5,450  300,458  214,104  342,566  8 

Thailand       '""                      ---           16  3,254  3,270  1,511,315  128,480  205,568  5 

Malaysia                                        ---             6  1,316  1,322  1,239,958  51,920  83,072  2 

Singapore            -.            52  340  392  720,395  15,400  24,640  1 

Indonesia."!!!".. .-             1  18  19  9,414  748  1,197  0 

Philinpines                                   -.-           536  249,354  249,890  54,449,606  9,817,104  15,707,366  372 

Macao         "" --.-  6  6  27,356  220  352  0 

China " ""                  742  742  1,921,941  29,172  46,675  1 

RepublicoVKorea" 104,872  12,032  116,904  14,352,068  4,592,676  7,348,282  174 

Hone  Kong                                                 1,610  2,911  4,521  8,624,011  117,628  188,205  7 

Taiwan       " 1,612  9,195  10,807  14,905,042  424,556  679,290  16 

Jaoan                34,015  80,545  114,560  168,664,817  4,500,584  7,200,934  170 

Australia --      8,516  32,462  40,978  36,430,336  1,609,872  2,575,795  61 

New  Zealand"""                          .—      1,455  13,531  14,986  32,924,057  588,720  941,952  22 

NewGuinea 1 1  1,459  40  64  0 

French  Pacific  islands --  9  9  21,856 352 563  0 

Total 170,287    447,562    617,849    345,270,040    24,212,728    38,740,364  919 

Note:  Foreign  trade  data  was  obtained  from  the  Department  of  Commerce,  Bureau  of  the  Census.  The  figures  expressing 
the  economic  impact  per  long  ton  (2,240  lb)  were  derived  from  a  formula  utilized  by  the  Port  Authority  of  New  York  and 
New  Jersey  in  a  recent  study  completed  on  half  of  the  U.S.  Maritime  Administration  entitled  "Economic  Impact  of  the 
U.S.  Port  Industry."  Formula:  Direct  impact  equals  $44  per  long  ton;  total  impact  equals  1.6  times  direct  impact; 
employment  equals  1  job  per  600  long  tons. 

APPENDIX  B 

Port  Coalition  Amendments  To  S.  1024 

Section  205. — Strike  the  entire  Section  and  insert  the  following : 
Panama  Canal  Commission. — There  is  established  as  an  agency  and  instru- 
mentality of  the  United  States  the  Panama  Canal  Commission.  The  Commis- 
sion shall,  under  the  general  supervision  of  the  Board  established  by  section 
102  of  this  Act,  and  subject  to  the  direction  of  the  Secretary  of  Defense,  be 
responsible  for  the  maintenance  and  operation  of  the  Panama  Canal  and  the 
facilities  and  appurtenances  related  thereto. 

Supervisory  Board. —  (a)  The  Panama  Canal  Commission  shall  he  supervised 
by  a  Board  which  shall  act  under  the  direction  of  the  Secretary  of  Defense. 
The  Board  shall  be  composed  of  nine  members,  one  of  whom  shall  be  the  Sec- 
retary of  Defense  or  an  officer  of  the  Department  of  Defense  designated  by 
the  Secretary.  Not  less  than  five  members  of  the  Board  shall  be  nationals  of 
tlie  United  States  and  the  remaining  members  shall  be  nationals  of  the  Republic 
of  Panama.  At  least  one  of  the  members  of  the  Board  who  are  nationals  of 
the  Ignited  States  shall  be  experienced  and  knowledgeable  in  the  management 
or  oppratif)n  of  an  American-flag  steamship  line  which  has  or  had  ships  7-egularly 
transitir.g  the  Panama  Canal,   at  least  one  other  such   member  .shall   be   ex- 
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perienced  and  knowledgeable  in  United  States  port  operations  or  in  the  business 
of  exporting  or  importing  one  of  the  regnlar  commodities  dependent  on  the 
Panama  Canal  as  a  transportation  route,  and  at  least  one  other  such  member 
shall  be  experienced  and  knowledgeable  in  harbor  matters  in  the  United  States. 
The  three  members  referred  to  in  the  preceding  sentence  shall  hold  no  other 
office  in  or  be  employed  by  the  Government  of  the  United  States.  Members  of 
the  Board  who  are  nationals  of  the  United  States  shall  cast  their  votes  as  di- 
rected by  the  Secretary  of  Defense  or  his  designee. 

(b)  The  President  shall  appoint  the  meml)ers  of  the  Board.  The  members  of 
the  Board  who  are  United  States  nationals  shall  be  appointed  by  and  with  the 
advice  and  consent  of  the  Senate.  Each  member  of  the  Board  shall  hold  office 
at  the  pleasure  of  the  President,  and,  before  assuming  the  duties  of  such  office, 
shall  take  an  oath  faithfully  to  discharge  the  duties  of  his  office.  Members  of  the 
Board  shall  serve  without  compensation  but  shall  be  allowed  travel  expenses, 
iucluding  per  diem  in  lieu  of  subsistence,  in  accordance  with  this  Act.  (c)  The 
Board  shall  hold  meetings  as  provided  in  regulations  adopted  by  the  Panama 
Canal  Commission  and  approved  by  the  Secretary  of  Defense.  A  quorum  for 
the  transaction  of  business  shall  consist  of  a  majority  of  the  Board  members 
of  which  a  majority  of  those  pre.sent  are  nationals  of  the  United  States. 

Section  232 (a). — Insert  as  the  last  sentence  of  the  subsection  : 

Tolls  shall  not  be  prescribed  at  rates  calculated  to  produce  revenues  suffi- 
cient to  cover  payments  to  Panama  pursuant  to  paragraph  4(c)  of  article  XIII 
of  the  Panama  Canal  Treaty  of  1977. 

Section  230(1)). — Strike  the  entire  Subsection  and  insert  the  following: 

(a)  The  Panama  Canal  Commission  shall  publish  in  the  Federal  Register 
notice  of  any  proposed  change  in  the  rules  of  measurement  or  rates  of  tolls 
referred  to  in  section  411(a).  The  Commission  shall  give  interested  parties  au 
opportunity  to  participate  in  the  proceedings  through  submission  of  written 
data,  views,  or  arguments,  and  participation  in  a  public  hearing  to  be  held 
not  less  than  30  days  after  the  date  of  publication  of  the  notice.  The  notice  shall 
include  the  substance  of  the  proposed  change  and  a  statement  of  the  time, 
place,  and  nature  of  the  proceedings.  At  the  time  of  publication  of  such  notice, 
the  Commission  shall  make  availal)le  to  the  public  an  analysis  showing  the 
basis  and  justification  for  the  proposed  change,  which,  in  the  case  of  a  change 
in  rates  of  tolls,  shall  indicate  the  conformity  of  the  existing  and  proposed  rates 
of  tolls  with  the  requirements  of  section  412  of  this  Act.  and  the  Commission's 
adhei-ence  to  the  requirement  for  full  consideration  of  the  following  factors  in 
Understanding  (1)  set  forth  in  the  Resolution  of  Ratification  of  the  Treaty 
Concerning  the  Permanent  Neutrality  and  Operation  of  the  Panama  Canal : 

(1)  The  costs  of  operating  and  maintaining  the  Panama  Canal. 

(2)  The  competitive  position  of  the  use  of  the  Canal  in  relation  to  other 
means  of  transi>ortation. 

(3)  The  interests  of  both  parties  in  maintaining  their  domestic  fleets. 

(4)  The  impact  of  such  an  adjustment  on  the  various  geographical  areas 
of  each  of  the  two  parties. 

(5)  The  interests  of  both  parties  in  maximizing  their  international  com- 
merce. 

(b)  After  consideration  of  the  relevant  matter  presented,  the  Commission  may 
revise  the  proposed  rules  of  measurement  or  rates  of  tolls,  as  the  case  may  be, 
except  that,  in  the  case  of  rates  of  tolls,  if  such  revision  proposes  rates  greater 
than  those  originally  proposed,  a  new  analysis  of  the  proposed  rates  shall  be 
made  available  to  the  public,  and  a  new  notice  of  the  revised  proposal  shall  be 
published  in  the  Federal  Register  apprising  interested  persons  of  the  oppor- 
tunity to  participate  further  in  the  proceedings  through  sulimission  of  written 
data,  views,  or  arguments,  and  participation  in  a  public  hearing  to  be  held  not 
less  than  30  days  after  the  date  of  publication  of  the  new  notice.  The  iirocedure 
set  forth  in  this  subsection  shall  be  followed  for  any  subsequent  revision  of  the 
proposed  rntes  l)y  the  Commission  which  proposes  rates  higher  than  those  in 
the  preceding  proiwsal. 

(c)  After  the  proceedings  have  been  conducted  pursuant  to  subsections  (a) 
and  (b)  of  this  section,  the  Conunission  shall  publish  in  the  Federal  Register  a 
notice  of  the  changes  in  the  rules  of  measurement  or  rates  of  tolls,  as  the  case 
may  be,  to  be  recommended  to  the  President. 

(d)  Upon  publication  of  the  notice  pursuant  to  subsection  (c),  the  Commis- 
sion shall  forward  a  complete  record  of  the  proceedings,  with  the  recommenda- 
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tion  of  the  Commission,  to  the  President  for  his  consideration.  The  President 
may  approve,  disapprove,  or  modify  any  or  all  of  the  changes  in  the  rules  of  meas- 
urement or  rates  of  tolls  recommended  by  the  Commission. 

(e)  Rules  of  measurement  or  rates  of  tolls  prescribed  by  the  President  pur- 
suant to  this  chapter  shall  take  effect  on  a  date  prescribed  by  the  President  which 
is  not  less  than  30  days  after  the  President  publishes  such  rules  or  rates  in  the 
Federal  Register. 

(f )  Action  to  change  the  rules  of  measurement  for  the  Panama  Canal  or  the 
rates  of  tolls  for  the  use  of  the  Canal  pursuant  to  this  chapter  shall  be  subject 
to  judicial  review  in  accordance  with  chapter  7  of  title  5,  United  States  Code. 

APPENDIX  2 

Pbepabed  Statement  fob  the  South  Atlantic  and  Caribbean  Ports  Association 
BY  W.  Don  Welch,  South  Carolina  State  Ports  Authority 

Thanii  you,  Mr.  Chairman.  I  am  here  today  on  behalf  of  the  South  Atlantic 
and  Caribbean  Ports  Association.  The  Association  represents  major  public  and 
private  terminals  from  North  Carolina  south,  including  the  public  ports  authori- 
ties in  North  Carolina,  South  Carolina,  Georgia,  the  Atlantic  Coast  of  Florida, 
and  the  Virgin  Islands. 

The  ports  in  the  South  Atlantic  range  approach  the  question  of  the  Panama 
Canal  Treaty  Implementation  from  a  unique  perspective.  Our  ports  serve  an  area 
which  has  for  generations  lagged  behind  the  rest  of  the  nation  in  industrial  de- 
velopment. Per  capita  income,  employment  opportunities,  and  educational  levels 
stiU.  stand  considerably  behind  other  regions.  Our  region  is  made  up  of  eco- 
nomically developing  states,  striving  to  improve  the  opportunities  available  to 
their  citizens. 

Port  developments  by  the  public  ports  authorities  in  the  South  Atlantic  states 
have  been  part  of  the  overall  economic  improvement  strategy  for  the  region.  Port 
facilities,  funded  by  public  capital,  have  been  seen  as  major  attractors  of  indus- 
trial investments.  For  example,  in  South  Carolina,  more  than  $6.3  billion  has 
been  invested  in  new  or  expanded  industry  since  1970.  A  substantial  portion  of 
this  has  been  "reverse  investment"  by  foreign-based  firms  engaged  in  manufac- 
turing linked  to  international  trade  and  using  our  ports.  As  a  result.  South  Caro- 
lina while  it  ranks  very  low  in  the  total  capital  invested  in  manufacturing,  holds 
seventh  place  nationally  in  the  total  number  of  plants  built  with  "reverse  invest- 
ment" capital. 

In  recent  years,  ports  in  the  South  Atlantic  have  generally  concentrated  their 
investments  in  facilities  to  handle  containerized  cargoes.  This  decision  recognized 
the  exceptional  manner  in  which  containerization  serves  high  value  commodities 
associated  with  manufacturing.  Investment  in  containerization  pays  high  returns 
in  terms  of  the  impacts  on  the  regional  economy.  South  Carolina  has  invested 
over  $92  million  in  its  ports,  more  than  one-third  in  container  facilities.  An  addi- 
tional $58.5  million  is  in  process  now,  almost  all  for  containerization.  The  results 
of  this  investment  on  our  state  have  been  charted  by  economists  at  the  Univer- 
sity of  South  Carolina  in  a  study  just  completed.  This  study  identifies  more  than 
42,000  jobs  linked  to  port  activities  and  port  associated  manufacturing.  The 
state-wide  dollar  value  of  this  port  impact  is  set  at  $1.3  biUion.  It  is  important  to 
emphasize  that  throughout  the  South  Atlantic  range  these  capital  investments 
in  ports  come  from  the  state  and  local  governments  with  no  federal  assistance. 
Yet  the  federal  government  is  one  of  the  principal  beneficiaries.  For  example,  it 
carries  out  of  Charleston  more  than  $120  million  annually  in  customs  receipts. 

Outside  the  maritime  community,  little  of  the  discussion  on  the  Panama  Canal 
Treaty  has  recognized  that  America  transcontinental  rail  system  presents  a 
competitive  transit  mode  to  the  canal,  especially  for  containerized  cargoes.  The 
land-bridge,  mini-bridge  and  the  developing  micro-bridge  routings  could  compete 
with  the  canal  both  in  cost  and  transit  speed ;  generally  the  minbridge  routings, 
which  are  priced  at  the  all-water  rate,  are  competitive  even  now.  Theoretically, 
this  potential  competition  could  be  expected  to  create  an  economic  force  that 
would  keep  canal  tolls  from  reaching  outrageous  levels.  However,  if  forces  other 
than  cost  factors  are  allowed  to  dominate  the  toll  setting  decisions,  tolls  could 
reach  a  point  where  they  seriously  discourage  the  flow  of  traflic.  For  many 
commodities,  the  canal  could  quickly  become  just  as  dead  as  if  it  had  been  closed 
by  an  act  of  war. 
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At  what  point  would  that  occur.  The  Port  of  Los  Angeles  has  produced  an 
economic  analysis  that  supports  Dr.  Brandes'  findings.  Their  study  forecasts 
that  substantial  increases  in  tolls  could  produce  a  dramatic  shift  in  trade  pat- 
terns. Without  a  very  detailed  study,  it  is  impossible  to  say  with  assurance  which 
ports  would  gain  or  lose  from  this  shift.  But  it  is  widely  accepted  in  the  port 
industry  that  the  diversion  of  trafiic  would  precipitously  change  the  relationship 
between  ports,  leading  to  unemployment,  under-utilized  facilities  and  inability 
to  pay  off  indebtedness. 

Our  statistics  show  that  500  of  the  1,400  ships  calling  annually  at  our  Ports 
Authority  facilities  in  Charleston  transit  the  canal.  These  ships  carry  close  to 
25  percent  of  the  tonnage  moving  through  our  Charleston  facilities.  Thus  the 
business  moving  through  the  canal  would  account  for  approximately  1,200  jobs 
in  local  port  industry.  Similar  levels  of  involvement  exist  in  the  other  South 
Atlantic  ports. 

In  this  light,  the  Long  Understanding  to  the  Treaty  takes  on  heightened 
importance.  The  Understanding  provides  a  basis  for  assuring  that  toll  adjust- 
ments under  the  treaty  give  full  consideration  to  the  effects  on  the  trade  patterns 
of  both  the  United  States  and  Panama.  This  would  include  consideration  of  the 
relation  of  the  canal  to  other  means  of  transportation,  such  as  the  land-bridge. 
In  addition,  it  would  provide  for  an  evaluation  of  the  impacts  of  toll  increases 
on  various  geographical  areas  of  both  nations. 

To  keep  faith  with  the  Long  Understanding,  the  Implementation  Legislation 
must  contain  provisions  like  those  in  Congressman  Murphy's  bill  requiring  ad- 
vance piiblication  and  public  hearings  on  toll  changes. 

During  the  debate  on  ratification  of  the  treaty,  advocates  frequently  forecast 
that  the  treaty  would  not  result  in  outrageous  or  crippling  toll  increases.  Advo- 
cates often  cited  a  maximum  figure  of  30  percent.  For  this  reason.  Congress 
should  take  the  opportunity  of  this  Implementation  Legislation  to  establish  a 
reasonable  limit  of  27  percent  of  the  tolls  in  effect  on  .January  1  of  this  year 
as  the  interim  toll  adjustment,  with  an  annual  limit  thereafter  of  11  percent 
under  normal  circumstances. 

The  most  important  element  in  this  Implementation  Legislation  concerns 
Congressional  oversight  of  the  organizations  that  make  decisions  on  the  canal. 
For  too  long,  the  economic  impacts  of  changes  in  the  status  of  the  cannl  have 
taken  second  or  third  place  to  other  elements  of  the  national  interest.  The  Bill 
proposed  by  the  Administration  would  assure  continuation  of  that  practice  by 
which  agency  bureaucrates  alone  make  up  the  ITnited  States  representation  on 
the  Panama  Canal  Commission.  Congressman  Murphy's  bill  which  makes  the 
Secretary  of  Defense,  or  his  designee,  the  only  United  States  official  on  the 
Commission  would  help  to  solve  this  problem.  It  is  also  absolutely  necessary 
to  provide,  as  H.R.  Ill  does,  for  Senate  confirmation  of  Commission  members. 
The  provision  for  Senate  confirmation  will  help  to  assure  that  adjustments  in 
tolls  take  into  consideration  impacts  on  international  commerce.  We  also  believe 
that  U.S.  Commissioners  should  also  include  representatives  of  U'^ers  of  the 
canal,  along  the  lines  proposed  by  Mr.  Haar  on  behalf  of  the  Gulf  and  Atlantic 
ports. 

The  advocates  of  the  Panama  Canal  Treaty  advanced  it  on  the  grounds  that 
our  nation's  foreign  policy  must  be  open  and  compassionate.  But  the  most  com- 
passionate thing  a  government  can  do  for  its  own  people  is  assure  each  person 
the  opportunity  for  a  worthwhile  and  productive  job.  In  the  South  Atlantic 
region  we  have  made  international  commerce  a  major  supplier  of  jobs.  In  the 
Implementation  Legislation,  Congress  has  the  opportunity  to  keep  faith  with 
the  citizens  in  our  region,  and  elsewhere,  whose  jobs  depend  on  the  trade  moving 
through  the  Panama  Canal.  To  accomplish  this,  we  need,  at  the  very  least, 
protection  from  unreasonable  toll  increases.  Congressional  oversight  of  Canal 
operations,  and  Senate  confirmation  of  Commission  members. 

APPENDIX  3 

Prepared  Statement  of  Ely  M.  Brandes,  International 
Research  Associates,  Palo  Alto,  Calif. 

My  name  is  Ely  Brandes  and  I  reside  at  .^44  Madison  Way,  Palo  Alto,  Cali- 
fornia. I  am  an  economist  and  president  of  International  Research  Associates,  a 
small  economic  research  company,  also  of  Palo  Alto. 
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I  did  my  undergraduate  work  at  Birmingliam  Southern  College  in  Birming- 
liam,  Alabama,  and  I  received  by  graduate  degree  from  Harvard  University.  I 
have  worked  as  an  economist  for  more  than  32  years,  including  13  years  for 
the  federal  government.  Among  the  agencies  which  I  have  worked  for  were  the 
Department  of  Commerce,  the  Tennessee  Valley  Authority  and  the  Atomic  En- 
ergy Commission.  In  1959  I  joined  the  Stanford  Research  Institute  in  Cali- 
fornia as  a  snior  economist ;  and  in  1971  an  associate  and  I  founded  our  present 
company  of  which  I  have  been  president  since  the  beginning. 

For  the  last  15  years  I  have  been  an  economic  consultant  to  the  Panama  Canal 
Company  on  the  subject  of  tolls  and  revenues  and  I  have  authored  more  than 
20  studies  on  that  subect.  Most  of  my  work  has  been  related  to  the  question  of 
the  seu.sitivity  of  Canal  traffic  to  toll  increases,  of  how  much  traffic  might  be 
lost  if  toll  were  increased. 

When  I  first  began  to  look  at  this  question,  some  fifteen  years  ago,  the  prevail- 
ing public  wisdom  was  that  Canal  tolls  could  be  increased  by  300  percent  or 
more  with  no  visible  traffic  losses,  because  the  only  obvious  alternative  for 
ships  was  to  go  around  the  Horn.  But  this  supposedly  obvious  view  of  alterna- 
tive turns  out  to  be  totally  erroneous. 

In  order  to  understand  the  question  of  how  sensitive  Panama  Canal  traffic 
is  to  changes  in  tolls,  one  must  first  realize  that  such  sensitivity  is  not  uniform 
for  all  ships.  Instead,  total  Canal  traffic  is  composed  of  some  70  to  100  com- 
modity-route segments,  which  are  groups  of  ships  that  carry  the  same  com- 
modities and  travel  the  same  route.  Bulk  carriers  which  carry  grains  from 
Gulf  ports  to  the  Far  East  are  one  such  commodity-route  segment.  Others  in- 
clude banana  boats  which  carry  bananas  from  Ecuador  to  the  east  coast  of 
the  United  States,  tankers  which  carry  crude  oil  from  Alaska  to  the  Gulf,  con- 
tainer ships  which  carry  manufactured  goods  from  Japan  to  the  East  Coast 
or  bulk  carriers  which  move  coal  from  Virginia  to  the  Far  East  and  so  on. 

Now  the  sensitivity  of  these  and  other  Canal  movements  to  toll  increases  waries 
greatly  depending  upon  the  alternatives  available  to  the  buyers  and  sellers 
involved  and  the  cost  of  these  alternatives.  For  grain  shipments  to  the  Far  East 
a  partial  alternative  is  to  ship  the  grain  by  rail  to  the  West  Coast  and  ship 
it  from  there.  An  alternative  to  banana  shipments  from  Ecuador  is  to  shift 
to  purchases  from  Caribbean  areas  and  from  Mexico  and  let  Ecuador  sell  its 
bananas  to  cities  on  the  West  Coast.  The  alternative  for  shipment  of  container- 
ized cargo  from  Far  East  to  the  East  Coast  of  the  United  States  is  to  ship  the 
containers  to  the  West  Coast  and  from  there  move  them  by  rail  to  the  various 
destination  points  in  the  East.  This  is  the  well-known  mini-bridge  movement. 
There  are  many,  many  other  alternatives  for  these  and  other  traffic  segments  and 
practically  none  of  them  involves  a  trip  around  the  Horn. 

Now  until  1974.  when  the  Panama  Canal  Company  instituted  the  first  toll 
increase  in  its  history,  the  debate  about  the  sensitivity  of  traffic  to  toll  increases 
was  academic.  But  after  the  toll  increases  of  1974  and  1976,  which  in  the  ag- 
gregate amounted  to  nearly  a  50%  increase,  we  had  a  chance  to  examine  the 
various  theories,  and  we  found  that  toll  increases  of  50%  or  less  did  result  in 
some  traffic  losses.  Specifically,  we  discovered  that  shipments  of  containerized 
cargo  between  the  Far  East  and  Europe,  shipments  of  coal  from  Virginia  to 
Japan  and,  most  important,  shipments  of  container  cargo  between  the  Far  East 
and  the  United  States  were  affected  by  the  toll  increases  of  1974  and  1976.  A 
large  portion  of  container  movement  between  Europe  and  the  Far  East  was 
shifted  to  the  Suez  Canal ;  some  coal  exports  from  the  T''nited  States  are  now 
being  shipped  in  larger  vessels  via  the  Cape  of  Good  Hope,  and  mini-bridge 
shipments  via  U.S.  west  coast  ports  have  greatly  reduced  the  number  of  con- 
tainer ships  which  operate  between  the  Far  East  and  the  United  States  via  the 
Panama  Canal.  Part  of  the  above  losses  would  probably  have  occurred  without 
the  toll  increases.  But  the  toll  increases  undoubtedly  made  these  losses  larger. 

In  spite  of  these  losses,  total  Panama  Canal  traffic  has  still  shown  some  gains 
in  the  last  two  years,  primarily  because  new  traffic  segments  have  added  sub- 
stantially to  total  revenues.  Among  them  are  the  well-known  Alaska  oil  ship- 
ments  and  the  resumption  of  grain  shipments  to  the  People's  Republic  of  China. 
However,  in  the  long  run,  the  Panama  Canal  cannot  always  count  on  being 
fortunate  enough  to  have  new  traffic  offset  losses  in  existing  traffic. 

Traffic  losses  due  to  toll  increases  represent  a  substantial  danger  to  the  eco- 
nomic life  span  of  the  Canal.  As  you  know,  the  operation  of  the  Canal  involves 
a  substantial  fixed  cost  which  is  likely  to  grow  with  the  continued  impact  of 
inflation.  Once  a  situation  is  reached  where  traffic  losses  due  to  toll  increases 
are  large  enough  to  offset  the  normal  traffic  growth  of  the  other  segments,  the 
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Panama  Canal  will  have  lost  its  ability  to  be  economically  self-supporting.  Its 
only  future  then  will  be  to  join  the  rank  of  Congressional  dependents,  a  la 
AMTRAK,  which  must  appear  here  annually,  hat  in  hand,  to  beg  for  their 

Having  spent  a  good  part  of  my  professional  career  on  the  subject  of  the 
Panama  Canal,  I  would  lilie  to  do  what  I  can  do  to  prevent  this  from  happening. 
It  is  for  this  reason  that  I  decided  to  testify  before  this  committee.  Unwarranted 
toll  increases,  and  the  traffic  losses  which  these  engender,  also  could  have  detri- 
mental effects  on  ports  on  the  Gulf  Coast  and  on  the  Atlantic  Coast  and  on 
their  economies.  Col.  Haar  and  Mr.  Lidinski,  who  are  with  me,  are  from  two 
of  these  ports ;  and  their  local  knowledge  makes  them  much  more  qualified  to 
discuss  the  regional  impacts  of  toll  increases.  I  want  to  concentrate  my  remarks 
on  the  relationship  between  toll  increases  and  the  economic  viability  of  the 
Panama  Canal. 

Last  year  in  January  my  associate,  Mr.  Randall  Chun,  and  I  completed  a 
study  entitled  "Panama  Canal  Traffic  and  Revenue  Study  1978-2000"  the  con- 
tents of  which  are  well  known  to  some  members  of  this  Committee  and  to  the 
staff.  In  this  study  we  tried  to  assess  the  revenue  potential  of  the  Panama  Canal 
for  the  next  twenty-two  years.  Among  its  many  findings  and  conclusions  there 
were  some  new  estimates  concerning  the  sensitivity  of  Canal  traffic  to  further 
toll  increases.  I  would  like  to  present  these  complex  findings  in  a  simplified 
and  summary  form. 

We  found,  first  of  all,  that  in  response  to  toll  increases  of  up  to  50  percent, 
traffic  losses  would  be  relatively  modest  and  amount  to  no  more  than  12  percent 
in  terms  of  tonnage.  The  50  percent  higher  tolls  would  easily  offset  the  12  per- 
cent loss  in  traffic  and  the  Canal  would  gain  in  total  revenue. 

With  toll  increases  of  more  than  50  percent,  however,  we  found  that  traffic 
losses,  in  terms  of  tonnage  become  quite  substantial  and  that  the  revenue  gains 
that  can  be  achieved  by  going  beyond  a  50  percent  toll  rate  increase  are  quite 
minimal.  Tliese  traffic  losses  become  so  substantial  in  the  case  of  toll  rate  in- 
creases of  more  than  100  percent,  that  a  150  percent  toll  rate  increase  would 
actually  yield  less  total  revenue  for  the  Panama  Canal  than  a  50  percent  increase 
in  toll  rates. 

During  the  last  two  weeks  I  have  reviewed  the  findings  of  our  1978  study  in 
the  light  of  the  most  recent  events  and  I  have  come  to  the  conclusion  that  our 
estimates  are  still  generally  valid.  If  anything,  the  sensitivity  of  some  move- 
ments has  increased  during  the  past  year.  And  among  the  movements  which  I 
would  regard  as  the  most  sensitive  are  the  movements  of  containerized  cargo — 
mostly  manufactured  goods — between  the  Far  East  and  the  East  and  Gulf  Coasts 
of  the  United  States.  As  I  said  earlier,  much  of  this  movement  has  already  been 
diverted  to  West  Coast  ports  with  connecting  rail  transportation  to  the  east,  and 
more  may  be  diverted  in  the  future.  While  such  diversions  are  obviously  less 
serious  than  a  total  loss  of  trade,  there  is  no  question  but  that  Atlantic  and 
Gulf  Coast  ports  are  being  affected  by  these  losses. 

It  is  my  understanding  that  in  the  near  future  the  Panama  Canal  Company 
will  recommend  about  a  25  percent  toll  rate  increase  which  is  necessary  for  the 
implementation  of  the  Panama  Canal  Treaty.  Once  this  initial  increase  has  been 
put  into  effect,  much  of  tbe  margin  of  relatively  safe  toll  increases  will  have 
disappeared.  Hereafter,  even  small  toll  increases  may  precipitate  large  traffic 
losses. 

How  can  we  prevent  the  economic  decline  of  the  Panama  Canal  and  its  pos- 
sible loss  of  financial  independence  and  at  the  same  time  prevent  economic  losses 
on  our  Gulf  and  Atlantic  Coasts?  I  believe  this  can  be  done  by  creating  con- 
ditions that  will  keep  future  toll  increases  to  an  absolute  minimum. 

I  am  not  an  expert  on  drafting  legislation  and  I  will  therefore  refrain  from 
suggesting  or  endorsing  any  specific  provisions  which  might  acbieve  this  overall 
goal.  However.  I  believe  that  my  background  qualifies  me  sufficiently  to  recom- 
mend certain  objectives  in  this  area  ;  and  it  is  my  conviction  that  if  the  Consrress 
can  succeed  in  translating  these  general  objectives  into  specific  and  effective 
language,  we  will  have  gone  a  long  way  toward  assuring  the  financial  viability 
of  the  now  Panama  Canal  Commission. 

The  first  objective  should  be  to  create  in  the  new  Panama  Canal  Commission  a 
trim,  effifiont,  business-like  organization  which  is  conscious  of  the  need  to  main- 
tain an  economically  viable  enterprise.  As  you  know,  the  Panama  Canal  Com- 
pany was,  and  is,  a  unique  organizational  creature,  combining  both  governmental 
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and  business  functions  under  one  roof.  I  believe  that  the  company  performed  its 
complex  task  admirably  ;  but  I  also  believe  that  the  company  never  was  a  model 
for  trim,  low-cost  operation.  I  would  hope  that  the  new  Commission,  which  will 
not  be  burdened  with  governmental  functions,  can  be  organized  along  more  eco- 
nomical lines  than  the  present  company,  and  that  the  implementing  legislation 
and  subsequent  budgetary  reviews  by  Congress  would  insure  such  a  course  of 
development. 

The  second  objective  which  I  advocate  is  that  no  extraordinary  financial  obli- 
gations be  imposed  on  the  Panama  Canal  Commission  which  would  require  toll 
increases  beyond  that  needed  by  the  Panama  Canal  Treaty  itself.  It  has  been 
suggested  that  the  Panama  Canal  Commission  be  required  to  pay  interest  on  its 
original  investment  of  about  $350  million  and  perhaps  even  amortize  that  invest- 
ment in  the  21  years  remaining  under  the  Treaty.  I  am  opposed  to  such  a 
requirement  on  two  grounds.  First,  such  payments  would  require  an  additional 
toll  increase,  beyond  the  needs  of  the  Treaty  itself.  Second,  as  an  economist,  I 
am  opposed  to  the  principle  that  public  works  projects  must  justify  their  creation 
by  an  ability  to  pay  continued  interest  on  the  original  investment.  If  such  a 
requirement  had  been  imposed  on  all  public  works  projects,  very  few  would  ever 
have  been  built. 

The  third  and  last  objective  which  I  advocate  is  that  every  request  for  a  toU 
rate  increase  by  the  Panama  Canal  Commission  be  subjected  to  a  searching  pub- 
lic review.  I  believe  that  the  need  for  such  public  review  is  well  understood  by  all 
concerned  and  the  final  language  in  the  bill  will  reflect  this. 

Last  year  I  testified  at  the  hearings  held  by  the  Senate  Foreign  Relations 
Committee  on  the  Panama  Canal  Treaties.  At  that  time  I  said  that  no  one  can 
predict  whether  the  Canal  can  continue  on  a  financially  self-supporting  basis  for 
the  remainder  of  this  century.  I  would  make  the  same  statement  today.  However 
this  inability  to  predict  the  future  precisely  should  certainly  not  prevent  us  frora 
doing  what  we  can  to  extend  the  economic  life  span  of  the  Canal  and  maintain 
its  financial  independence  for  as  long  as  we  can.  I  believe  we  would  be  remiss  if 
we  failed  to  do  so. 


I  thank  you. 


APPENDIX  4 


Lykes  To  Offer  4  Sailings  Monthly  From  West  Coast  To  Far  East;  Call 
Most  Ports  Between  Japan  &  Singapore 

Vessels  also  to  provide  link  between  Hawaii  and  Far  East ;  one  group 
of  ships  to  be  routed  to  Japan,  Korea,  Taiwan,  Hong  Kong  and 
PhDippines ;  other  group  serving  Southeast  Asia  area ;  headquar- 
ters in  San  Francisco ;  another  oflSce  at  Seattle ;  Michael  D.  Shea  to 
be  VP,  West  Coast  Division. 

The  new  Lykes  Lines  trans-Pacific  service,  scheduled  to  begin  in  the  next  30 
days  from  West  Coast  ports,  will  offer  two  sailings  covering  the  route  to  Japan, 
Korea,  Taiwan.  Hong  Kong  and  the  Philippines,  and  two  sailings  on  the  route  to 
Singapore,  Malaysia,  Indonesia  and  other  Southeast  Asian  ports. 

Ships  in  these  services  will  also  provide  service  between  Hawaii  and  Far  East 
ports,  Lykes  announced. 

Although  Lykes'  ships  have  been  operating  in  the  Pacific  and  Far  East  since 
1925,  they  previously  had  sailed  only  from  New  Orleans  and  other  U.S.  ports  on 
the  Gulf  of  Mexico.  To  provide  for  its  first  regularly  scheduled  West  Coast  service 
to  the  Far  East,  the  company  is  assigning  eight  ships  to  the  trade  routes  and  ex- 
panding existing  Lykes  ofl!ices  in  San  Francisco  and  Long  Beach,  California. 

"Our  West  Coast  headquarters  will  be  in  San  Francisco,  and  we  will  open  a 
new  oflSce  in  Seattle,"  said  Joseph  T.  Lykes,  Jr.,  chairman  of  the  steamship  com- 
pany, now  a  subsidiary  of  LTV  Corporation. 

"We  estimate  we  will  require  approximately  120  people  to  staff  these  oflBces,  and 
we  expect  to  employ  residents  of  the  West  Coast  wherever  possible." 

Of  the  eight  ships  to  operate  on  the  new  routes.  Lykes  said,  five  will  be  of  the 
Pacer  or  Clipper  Class  from  the  current  operating  fleet.  The  other  three  are  the 
former  States  Line  roll-on/roll-off  cargo  carriers,  one  of  which  will  be  purchased 
and  two  other  chartered  from  the  U.S.  Maritime  Administration. 

Cash  for  the  purchase  of  the  additional  ship  for  the  Lykes  fleet  will  come  from 
funds  already  on  deposit  in  Lykes'  construction  fund,  the  company  said.  "Deploy- 
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meat  of  five  ships  from  the  Lykes  fleet  will  in  no  way  impair  the  Lykes  services 
from  Gulf  and  Great  Lakes  ports,"  Lykes  said.  ,  .     „         t^  „„  ,=„„^  1077 

Staff.  Michael  D.  Shea,  who  has  been  on  assignment  m  Hong  Kong  since  1977 
as  Far  East  Director  of  Lykes  operations  in  the  Pacific,  returns  to  the  United 
States  to  head  up  the  new  West  Coast  organization  as  vice  president  of  Lykes 

West  Coast  Division.  ^  .        ,  i. 

He  is  a  graduate  of  the  U.S.  Merchant  Marine  Academy  and  was  assigned  to 
Lykes  fleet  operations  for  five  years  before  going  to  Hong  Kong  in  1970  as  assist- 
ant operations  manager.  In  1973  he  was  named  district  manager  of  the  Dallas 
office  of  Lykes,  and  in  1975  was  transferred  to  Antwerp  as  deputy  director  for 
Contiuental  Europe  and  the  United  Kingdom. 

A.  W.  Ilietala,  now  serving  as  assistant  vice  president  of  marketing  in  New 
Orleans,  will  replace  Shea  in  Hong  Kong  as  vice  president  of  Lykes  Lines  Agency, 
a  wholly-owned  subsidiary  of  Lykes  Bros.  Steamship  Company. 

He  is  a  graduate  of  Columbia  University  and  joined  the  Lykes  staff  in  1956.  In 
195S  he  was  assigned  to  duties  in  Genoa,  Italy ;  transferred  to  Liverpool  in  1961 
and  returned  to  Genoa  in  1964.  In  1967  he  was  named  director  of  Lykes'  Medi- 
terranean Area.  He  returned  to  the  U.S.  in  1974  as  assistant  vice  president  of 
Lykes'  East  Gulf  Division  in  Mobile,  and  transferred  to  his  New  Orleans  market- 
ing assignment  in  1977. 

Lykes  names  on  ships.— The  Ro/Ro  ships  assigned  to  the  new  service  are  the 
S/S  A7-izona,  which  will  be  renamed  the  Lipseoml)  Lykes;  the  S/S  Maine,  to  be 
renamed  the  Tyson  Lykes.  and  the  S/S  Nevada,  to  be  renamed  the  Charles 
Lykes.  The  Arizona  will  be  be  purchased  by  Lykes  and  the  Maine  and  Nevada  will 
be  chartered  for  a  period  of  15  years. 

The  Ro/Ro  ships  are  684  feet  in  length  and  have  a  beam  of  102  feet.  Their 
deadweight  is  19,543  long  tons  and  they  have  a  cargo  capacity  of  1,900,000  cu.  ft. 
Their  maximum  shaft  horsepower  of  37,000  provides  them  with  a  design  speed 
of  23  knots. 

Cargo  capaUUty. — Each  of  the  vessels  has  a  24-ft.  wide  stern  ramp  which  per- 
mits cargo  to  be  driven  aboard  under  its  own  power.  General  cargo  and  containers 
are  rolled  aboard  by  using  shipboard  mobile  equipment.  Loading  is  fast  and 
continuous.  Cargo  may  also  be  loaded  in  two  hatches  by  cranes.  Each  vessel 
accommodates  12  passengers. 

Lykes  has  13  Pacer  and  12  Clipper  Class  ships  in  its  presently  operating  fleet 
of  41  vessels.  A  combination  of  these  will  round  out  the  eight  ship  fleet  serving 
the  new  Lykes  trade  route^ 

The  Pacers  are  combination  container  and  breakbulk  ships.  They  are  592  ft. 
long  with  a  beam  of  69  ft.,  a  deadweight  of  14,286  tons  and  have  783.711  cu.  ft. 
of  cargo  space  as  well  as  deep  tanks  for  1,078  tons  of  liquid  cargo.  Some  of  the 
Pacers  also  have  16,362  cu.  ft.  of  reefer  space.  They  also  have  accommodations 
for  12  passengers. 

The  Clippers  are  highly-automated  ships  with  heavy-lift  capability  of  88  tons. 
Two  of  this  class  can  handle  heavy  lifts  of  176  tons  with  their  own  gear.  They  are 
540  ft.  in  length  and  have  a  beam  of  76  ft.  and  a  deadweight  of  14,662  tons.  Their 
total  cargo  capacity  is  749,326  cu.  ft.  Liquid  cargo  tanks  are  also  available.  Each 
will  accommodate  four  passengers. 

The  entire  Lykes  fleet  provides  container  capability  and  the  company  has 
long-standing  experience  transporting  extraordinary  heavy  lifts  and  oversize 
cargo  from  Gulf  ports. 

In  addition  to  the  new  West  Coast-Far  East  services,  Lykes  also  maintains 
trade  routes  between  U.S.  Gulf  ports  and  the  Far  East,  the  West  Coast  of  South 
America,  South  and  East  Africa,  the  Mediterranean  and  Black  Sea,  and  the 
United  Kingdom  and  North  Europe;  between  U.S.  South  Atlantic  ports  and  the 
Mediterranean  and  P.lack  Sea,  and  between  the  Great  Lakes  and  the  Mediter- 
ranean, Black  Sea,  Middle  East  and  South  America. 

LYKES   TO   SERVE   CENTRAL  AMERICA 

Lykes  Lines  will  begin  a  direct  monthly  cargo  service  from  U.S.  Gulf  ports 
to  the  West  Coast  of  Central  America  in  February. 

The  S/S  Elizabeth  Lykes  will  be  the  fir.st  ship  on  berth  in  the  U.S.  Gulf.  Load- 
ing ports  will  be  Houston.  Galveston.  Freeport.  Pensacola.  and  New  Orleans. 
Dispharge  ports  will  be  the  Nicaraguan  port  of  Corinto  and  the  port  of  Acajutla 
in  El  Sailvador.  The  ship  will  then  proceed  to  ports  in  the  Far  East. 

Ships  operating  in  this  trade  will  also  call  at  ports  in  Guatemala,  Honduras 
and  Costa  Rica  on  an  inducement  basis. 
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APPENDIX  5 

Economic  Impact  of  Waterborne  Shipments  via  Panama  Canal 

The  Atlantic  and  Gi^f  Coast  Ports  of  the  United  States  handle  approximately 
66.5  million  long  tons  annually  which  are  routed  through  the  Panama  Canal. 
The  potential  loss  of  income  and  employment  within  the  hinterlands  of  these 
ports,  due  to  diversion  of  cargo  flows,  is  estimated  to  total  $4.7  billion  repre- 
senting 110,838  jobs  annually.^ 

Nearly  sixty  percent  of  the  impact  will  be  felt  among  the  ports  of  the  Gulf 
Coast  which  handle  nearly  40.0  million  long  tons  annually  while  the  North 
Atlantic  and  South  Atlantic  Coasts  account  for  37.3  and  3.1  percent  respectively. 
The  annual  tonnages,  direct  and  total  dollar  input;  and  employment  impact 
figures  are  presented  by  U.S.  Coastal  range  as  shown  below. 

WATERBORNE  SHIPMENTS  VIA  PANAMA  CANAL— ECONOMIC  IMPACT  SUMMARY  BY  U.S.  COASTAL  RANGE 


Impact  measure 


Total 


North 
Atlantic 


South 
Atlantic 


Gulf  coast 


Long  tons  (thousands)-- 66,503  24,780  2,075  39,648 

Direct  impact  (millions) $2,926  $1,090  $91  $1,745 

Totalimpact  (millions) .„  $4,682  $1,745  $146  $2,791 

Employment  (persons) 110,838  41,295  3,456  66,079 

Percent                           100.0  37.3  3.1  59.6 


1  Based  on  economic  Impact  per  ton  figures  developed  by  the  New  York/New  Jersey 
Ports  authority  under  contract  with  MARAD. 
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Senator  Levin.  Thank  you  very  much,  Coloneh 

I  have  just  a  few  question. 

How  large  a  toll  increase  do  you  think  could  be  absorbed  without  a 
significant  loss  of  traffic  through  the  canal  ? 

Colonel  Haar.  I  think  that  the  increase  that  has  been  discussed 
during  the  hearings  before  the  House  Merchant  jMarine  and  Fisheries 
Committee  and  here  today  of  27  to  35  percent  can  be  lived  with.  It 
is  what  might  happen  after  those  initial  toll  increases,  sir,  about  which 
we  are  concerned. 

For  example,  in  the  last  4  or  5  years,  there  have  been  three  increases 
of  around  50  percent.  These  increases  have  already  resulted  in  many 
commodities  being  diverted  and  cargo  movements  being  diverted  to 
miniland  bridges  and  have  been  lost  to  both  the  Atlantic  and  the 
gulf  ports. 

Senator  LE^^[X.  "Wlien  you  said  50  percent,  did  you  mean  the  in- 
creases totaled  50  percent  ? 

Colonel  Haar.  I  believe  several  have  totaled  around  50  percent. 

Senator  Levin.  One  of  the  important  commodities  that  is  trans- 
ported through  the  canal  to  the  gulf  ports  is  Alaskan  oil.  What  is  the 
approximate  cost  of  transporting  oil  from  Alaska  through  the  canal  to 
the  gulf  coast? 

Colonel  Haar.  I  have  put  together  some  statistics  on  this  since  I 
was  alerted  by  one  of  your  staff  members  of  your  interest  in  it.  I  dis- 
cussed this  with  the  Panama  Canal  Company  yesterday  by  telephone 
with  their  research  and  planning  department.  They  indicated  that  in 
fiscal  year  1978  there  were  16.2  million  tons  of  ISTorth  Slope  oil  that 
went  through  the  Panama  Canal,  and  10.7  million  tons  of  that  total 
went  to  the  gulf  area;  3.1  million  tons  went  to  the  east  coast  area; 
and  1.1  million  tons  went  to  the  United  States,  Caribbean,  and  non- 
specific U.S.  destinations. 

For  the  current  fiscal  j-ear  they  showed  that  the  total  to  date  has 
been  11.6  million  tons,  and  it  is  estimated,  for  the  fiscal  year  ending 
in  September  of  this  year,  that  it  will  be  15.2  million  tons. 

Senator  Levin.  The  point  at  which  I  was  driving  is  what  proportion 
of  the  cost  of  transporting  oil  from  iVlaska  to  its  destination  is  repre- 
sented by  canal  tolls. 

Colonel  Haar.  I  would  have  to  furnish  that  information  for  the 
record,  sir. 

[The  information  was  not  available  at  time  of  press.] 

Senator  Levin.  Do  you  have  any  predictions  as  to  what  is  likely  to 
happen  to  the  volume  of  oil  shipped  through  the  canal  over  the  next 
few  years? 

Colonel  Haar.  I  asked  that  question  of  Mr.  Richard  Wainio  of  the 
Panama  Canal  Company.  He  stated  to  me  j-esterday  that  through 
fiscal  year  1983,  oil  movements  through  the  canal  will  continue  at 
about  the  same  rate  of  250,000  to  350,000  barrels  a  day.  He  said  there 
would  be  periods  when,  generally  speaking,  it  might  be  up  or  down. 
But  for  the  next  4  years,  they  felt  in  their  projections  that  they  would 
be  able  to  count  on  that  rate  going  through. 

Senator  Levin.  Thank  you. 

Senator  Exon? 

Senator  Exon.  Colonel,  let  me  ask  for  clarification  on  something. 


487 

As  I  understand  your  testimony,  you  feel  what  the  House  has  done 
in  H.R.  Ill  would  be  proper  in  whatever  bill  comes  out  of  the  Senate 
and  that  it  should  serve  as  a  basis  for  us.  Is  that  so? 

Colonel  Haar.  Yes,  sir,  that  is  correct. 

We  really  are  looking  primarily  at  tolls  and  what  influences  tolls. 
In  other  words,  we  recommend  tliat  three  members  of  the  new  Panama 
Canal  Commission  come  from  the  labor  force-maritime  sector.  Our 
reasoning  for  that  is  we  feel  they  will  provide  an  industry  input  into 
the  deliberations  of  that  body  which  might  otherwise  be  absent,  and 
this  would  tend  toward  a  more  realistic  evaluation  and  consideration 
of  the  factors  involved,  as  per  the  Long  understanding,  and  so  forth, 
and  would  keep  the  tolls  at  a  reasonable  rate. 

We  feel  that  the  limitation  on  paying  the  second  $10  million  is 
something  that  should  not  be  done  because  this  would  tend  to  raise 
tolls  again.  We  are  concerned  about  that. 

We  are  also  concerned  about  having  the  Long  understanding  spe- 
cifically incorporated  as  a  criteria  and  as  a  tool  for  evaluation  in 
the  process  of  coming  up  with  new  toll  increases.  We  hope  appropriate 
yardsticks  and  guidelines  will  be  used  in  that  evaluation  process. 

All  of  the  things  at  which  wc  are  looking  we  feel  are  means  and 
devices  we  hope  will  hold  the  tolls  down  to  a  reasonable  base  so  that 
there  will  not  be  a  major  displacement  of  commodity  movements 
that  are  now  coming  into  our  Atlantic  and  gulf  regions. 

Senator  Exon.  Since  the  idea  is  to  hold  down  tolls,  do  I  assume 
you  want  the  committee  to  keep  down  tolls  to  the  level  where  we 
would  keep  the  volume  we  obviously  need  moving  through  the  canal, 
right? 

Colonel  Haar.  Yes,  sir.  That  is  correct.  We  would  hope  that,  by 
keeping  the  tolls  down  to  reasonable  rates,  you  would  see  normal 
growth.  In  other  words,  if  oil  production  is  increased  on  the  North 
Slope,  we  hope  there  would  not  be  an  incentive  to  reactivate  the  pos- 
sibility of  a  pipeline  from  California  to  Midland,  Tex.  We  hope  the 
incentive  and  the  economics  would  be  there  to  keep  the  oil  coming  in 
conventional  tankers  through  the  Panama  Canal  to  the  gulf  for  Lou- 
isiana and  Texas  refineries. 

Senator  Exon.  To  accomplish  the  end  which  you  have  outlined — 
which  seems  like  a  good  one — and  if  we  do  hold  down  the  toll  rates 
and  the  costs  go  up,  where  does  the  increased  money  come  from  to 
keep  the  operation  solvent  ? 

Colonel  Haar.  I  think  the  toll  rates  would  have  to  go  up  to  take  care 
of  the  costs  within  the  parameters  that  we  have  established.  I  am  hope- 
ful that  these  adjustments  will  be  within  reason  so  that  the  thing 
w^ould  be  a  break  even  operation  or  peraps  even  have  a  small  profit. 

Senator  Exon.  Are  you  fearful  that  if  the  structure  of  the,  Commis- 
sion got  out  of  line,  there  might  be  a  tendency  to  gouge  the  shippers  ? 

What  is  your  concern  ? 

Colonel  Haar.  Our  concern  is  if  we  follow  what  is  in  tlie  Senate 
bill,  the  administration  bill,  and  they  were  all  Cabinet-level  officers, 
such  as  the  Secretaries  of  Defense,  State,  and  Treasury,  that  there 
might  be  more  of  a  tendency  to  go  on  "diplomatic  expediency"  on 
occasion,  in  terms  of  the  way  decisions  were  made,  than  if  you  had 
what  we  are  recommending,  which  would  allow  industry  input  from 


488 

the  people  directly  impacted  and  concerned.  So,  we  would  hope  to  put 
this  ty])e  of  professionalism  within  that  group  and  not  have  any  chance 
for  "diplomatic  expediency,"  so  to  speak,  to  come  to  the  fore  and  in- 
fluence, shall  we  say,  unreasonable  toll  increases. 

Senator  Exon.  All  right.  Let  me  get  back  to  my  earlier  question. 

If  all  of  that  took  place  and  we  still  did  not  have  enough  money  to 
meet  the  operating  expenses  of  the  canal,  would  we  then  be  coming 
back  for  ap])ropriations  from  the  Congress  to  make  up  the  difference  ? 

Colonel  Haak.  I  think  that  situation  could  arise.  I  think  if  that 
situation  did  arise,  on  balance  it  would  be  a  lot  better  than  seeing  public 
23ort  facilities  in  tlie  two  regions  I  have  discussed,  which  represent 
on  a  local  government  basis — State,  city,  whatever,  depending  on  the 
type  port  authority,  become  excess  and  not  used  and  then  be  dupli- 
cated on  the  west  coast,  with  a  major  loss  of  jobs,  and  public  facilities. 
Unemployment  benefits  would  have  to  be  paid  to  workers  displaced 
in  the  gulf  and  Atlantic  regions. 

I  think,  on  balance,  what  the  Federal  Government  would  have  to 
pay,  because  of  what  I  have  outlined  regarding  the  losses  to  the  local 
economies,  would  be  cheaper  in  the  overall  for  the  Federal  Govern- 
ment to  make  the  additional  payments  when  required. 

Senator  Exon.  I  understand  that  position  and  was  going  to  lead 
into  it. 

"What  has  been  the  history  over  the  last  20  years  as  to  the  amount 
of  taxpayer  money  that  has  gone  into  subsidization  of  the  canal  ? 

Colonel  Haar.  I  have  heard  the  testimony  of  today  and  believe  they 
have  been  able,  from  the  tolls,  to  operate  as  a  business  concern  and  not 
have  to  receive  money  other  than  for  defense  requirements. 

Senator  Exon.  Then  the  thrust  of  your  position  would  be  simply 
to  continue  the  practice  as  it  has  existed.  Is  that  right  ? 

Colonel  Hax\r.  Yes,  sir.  That  is  correct — except  we  would  not  recom- 
mend the  corporation. 

I  agree  with  the  testimony  that  has  been  given  here  today  that,  in 
theory,  the  corporation  is  a  better  form.  But  I  think  we  are  talking 
about  a  difl'erent  environment  in  the  past,  where  the  Panama  Canal 
Company  has  been  able  to  operate  as  a  purely  business-type  opera- 
tion, without  any  undue  pressures  or  special  push  on  it  to  do  one 
thing  or  another. 

I  think  we  are  going  into  a  brand  new  environment  which  does  not 
make  many  of  the  observations  by  previous  witnesses  here  todav  valid. 

I  think  if  there  are  four  members  of  the  Commission  from  Panama 
and  the  Panamanian  Government  has  a  major  voice  in  the  future  op- 
eration of  the  canal,  they,  naturally,  will  be  pushing  for  larger  toll 
increases,  possibly,  and  for  special  benefits  of  one  kind  or  another. 

Therefore  I  would  prefer,  and  our  group  has  recommended,  that 
we  have  a  Government  agency.  We  recognize  that,  from  a  theoretical 
viewpoint,  a  corporation  is  the  better  form  or  way  to  go.  But  we  think 
the  additional  congressional  oversight  safeguard  is  a  necessity  and 
that  we  should  have  it  to  prevent  this  type  of  thing  from  occurring. 

There  is  going  to  be  a  brand  new  environment  which  will  have  tliis 
potential  pi'oblem,  in  our  judgment. 

Senator  Exon.  The  brand  new  environment  about  which  you  are 
talking  may  override,  in  your  opinion,  the  testimony  we  have  heard 
about  why  we  should  continue  the  corporation  because  it  has  been 
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successful.  You  are  not  sure  witli  the  new  direction  of  that  corporation 
that  it  will  be  as  reasonable  as  it  was  previously,  is  that  right  ? 

Colonel  Haar.  Yes,  sir.  That  is  correct. 

Senator  Exon.  That  is  interesting  testimony.  Thank  you  very  much. 

I  have  no  further  questions  at  this  time,  Mr.  Chairman. 

Senator  Levin.  You  are  interested  in  both  the  appropriated  agency 
form  and  in  having  private  citizens  make  up  the  Commission,  is  that 
right? 

Colonel  Haar.  Yes,  sir. 

Senator  Levin.  Do  you  know  of  any  other  instances  where  that  is 
true  in  government,  where  a  government  agency  has  private  citizens 
doing  the  governing  ? 

Colonel  Haar.  Not  right  offhand,  but  I  would  be  willing  to  look  into 
it  to  see  if  I  can  find  any  examples. 

Senator  Levin.  I  am  not  sure  that  it  is  fair  to  ask  you  to  look  into 
it.  But  if  you  have  any  further  thoughts  on  that  subject,  we  would 
welcome  them.  If  you  want  to  look  into  this,  that  is  fine,  too.  But  we 
should  not  put  that  burden  on  you. 

I  will  direct  our  staff  to  look  into  the  question  of  whether  or  not 
there  is  any  precedent  for  having  a  Government  agency,  if  this  is  go- 
ing to  be  an  appropriated  agency,  governed  by  private  citizens.  There 
is  an  anomalous  connection  here. 

Colonel  Haar.  Sir,  I  don't  have  a  direct  parallel  for  you,  but  I  would 
say  the  Mississippi  River  Commission  comes  to  mind.  This  is  a  Federal 
agency  which  is  100  years  old  this  week — in  fact,  I  think  it  is  100 
years  old  today.  It  provides  a  group  that  is  concerned  with  flood 
control  and  navigation  on  the  Mississippi  River,  the  entire  length  of 
the  river.  This  Commission  has  both  officers  from  the  Corps  of  Engi- 
neers on  it  and  private  citizens  on  it. 

For  example,  Louisiana  has  a  prominent  civil  engineer  by  the  name 
of  Roy  Sessums  who  serves  on  this  Commission.  There  is  a  promi- 
nent civilian  engineering  consultant  who  is  from  ]Memphis,  Tenn., 
also  serving  on  tliat  Commission. 

Senator  Levin.  Is  that  an  advisory  commission  ? 

Colonel  Haar.  Yes,  sir.  It  is  an  advisory  commission.  I  know  it  is 
not  a  direct  parallel. 

Senator  Levin.  You  do  not  view  the  Panama  Canal  Commission  as 
an  advisory  one,  do  you  ? 

Colonel  Haar.  Oh,  no,  sir.  I  don't  view  this  example  as  an  exact  par- 
allel. It  is  just  something  that  may  be  related. 

Senator  Levin.  Thank  you. 

Mr.  LiDiNSKY.  Mr.  Chairman,  may  I  make  two  short  points  ? 

Senator  Levin.  Yes,  Mr.  Lidinsky. 

Mr.  Lidinsky.  I  would  like  the  record  to  show  that  our  interest  does 
not  stop  at  the  St.  Lawrence  Seaway.  The  Great  Lakes  Terminal  As- 
sociation also  endorses  our  position.  Secondly,  to  underline  the  impor- 
tance of  the  long  understanding,  there  was  much  talk  this  morning 
about  the  land  bridge  and  the  statistics.  About  21/2  weeks  ago,  when 
the  company  held  hearings  in  New  York  on  the  21.8-percent  increase, 
our  organization  testified  and  did  present  very  current,  up-to-date 
figures  regarding  the  land  bridge  increase.  The  figures  that  were  used 
by  the  Company  to  justify  the  increase  were  5  years  old. 
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Under  the  Long  imderstancling,  if  this  is  put  into  the  statute,  this 
type  of  thing  will  not  be  allo^\ed  in  the  future.  We  will  have  to  have  a 
close  look  at  the  current  transportation  status  and  hopefully  come  up 
with  a  realistic  toll  I'ate,  based  on  those  factors. 

Senator  Lsvix.  OK. 

Thank  you,  ]Mr.  Lidinsky,  and  congi-atulations  to  you  on  your  pro- 
motion. It  comes  apparently  on  the  same  day  that  we  are  celebrating 
the  100-year  anniversary  of  the  Mississippi  River  xldvisory  Commis- 
sion. 

Mv.  Lidinsky,  Thank  you.  Mr.  Chairman.  I  feel  awed  here  today 
as  an  ex-enlisted  man  sitting  next  to  a  former  admiral  and  a  former 
colonel. 

Senator  Levix.  I  hope  you  stay  that  way  now  for  a  while.  Thank 
you. 

We  will  malce  your  exhibits  to  the  extent  physically  possible  a  part 
of  the  record.  Some  of  them  may  be  so  long — and  we  are  not  quite  sure 
of  the  total  number  of  exhibits  that  you  do  have — that  we  may  have 
to  do  a  little  excerpting.  We  will  do  the  best  we  can  to  get  them  all  in, 
however. 

I  have  a  document  entitled  "Panama  Canal  Testimony — Oil  Miscel- 
laneous Data."  Is  that  your  document  ? 

Colonel  Haar.  Yes,  sir.  A  staff  member  from  the  committee  asked 
if  I  would  research  that  subject  briefly. 

Senator  Levten.  Could  we  make  that  a  part  of  our  record,  too  ? 

Colonel  Haar.  Certainly,  if  you  like.  I  used  that  only  as  a  talking 
paper  because  I  anticipated,  from  the  staff's  alert,  that  you  might 
possibly  ask  me  questions  in  this  area.  It  was  prepared  really  only  as 
a  background  sheet  for  my  own  discussion  on  questions  which  I  might 
be  asked. 

Senator  Levin.  If  there  are  parts  of  that  paper  that  are  relevant, 
would  you  have  any  objection  of  those  being  made  a  part  of  the  record  ? 

Colonel  Haar.  No,  sir,  not  at  all. 

[The  information  was  received  and  is  retained  in  committee  files.] 

Senator  Levin.  Thank  you,  Colonel  Haar  and  Mr.  Lidinsky. 

Our  next  witness  will  be  Mr.  Henry  R,  Geyelin,  president  of  the 
Council  of  the  Americas. 

Mr.  Geyelin.  I  am  only  an  ex-lieutenant  commander,  I  am  afraid. 

Senator  Levin.  My,  but  we  have  a  lot  of  brass  at  this  hearing. 

Mr.  Geyelin,  welcome  to  the  committee. 

STATEMENT  OF  HENRY  R.  GEYELIN,  PRESIDENT,  COUNCIL  OE  THE 
AMERICAS,  ACCOMPANIED  BY  OTTO  REICH,  DIRECTOR,  WASH- 
INGTON OPERATIONS  OF  COUNCIL  OF  THE  AMERICAS 

Mr.  Geyelin.  Mr.  Chairman  and  members  of  the  committee,  on 
behalf  of  the  Council  of  the  Americas  I  want  to  thank  you  for  this 
opportunity  to  present  our  views.  My  name  is  Henry  Geyelin  and  I 
am  president  of  the  Council  of  the  Americas.  Accompanying  me  today 
is  Mr.  Otto  J.  Reich,  director  of  Washington  Operations  of  the 
Coimcil. 

As  you  know,  the  Council  of  the  Americas  is  a  private,  nonprofit 
association,  composed  of  over  200  U.S.  corporations,  comprising  nearly 
90  percent  of  all  private  U.S.  investment  in  Latin  America  and  the 
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Caribbean.  The  mission  of  the  council  is  to  further  understanding 
of  the  role  of  private  enterprise  as  a  positive  force  for  tlie  develop- 
ment of  the  Americas. 

We  have  been  aware  for  several  years  of  the  hemispheric  impact  of 
the  success  or  failure  to  resolve  the  Panama  Canal  Treaty  issue,  and 
our  extensive  experience  with  Latin  America  affairs  led  us  to  believe 
in  the  compelling  need  to  modernize  our  relations  with  Panama. 

As  a  result,  the  Council  of  the  Americas,  throughout  1976  and  1977, 
supported  the  continuation  of  the  treaty  negotiating  process.  In  1978, 
after  a  poll  of  the  board  of  trustees  revealed  a  95-percent  majority 
in  favor  of  supporting  the  treaties,  the  council  took  the  very  imusual 
step  of  publicly  endorsing  Senate  ratification  of  the  treaties. 

I  am  here  today,  therefore,  in  support  of  what  we  see  as  a  logical 
continuation  of  the  process  begun  by  the  United  States  and  Panama 
15  years  ago,  and  which  should  culminate  in  an  equitable  and  effective 
new  partnership  with  Panama. 

We  wish  to  take  this  opportunity  to  urge  that  the  Congress  pass 
the  implementation  legislation  as  soon  as  possible  so  that  when  Octo- 
ber 1  arrives  and  the  treaties  take  effect,  there  will  be  a  smooth  and 
liarmonious  transition  period.  We  will  thereby  insure  that  the  prin- 
cipal purpose  of  the  canal,  serving  as  a  path  between  the  seas — with 
apologies  to  David  McCullogh — can  continue.  As  important  as  speedy 
conclusion  of  the  legislation,  however,  is  that  the  implementing  legis- 
lation be  in  the  spirit  of  the  treaties. 

The  treaties  have  been  signed  and  ratified  in  accordance  with  the 
law  of  the  land.  Any  attempt  to  undermine  the  spirit,  as  well  as  the 
letter,  of  those  treaties  now  will  undermine  the  credibility  of  the 
United  States  as  a  Nation,  whose  word  in  international  obligations 
is  its  bond. 

The  failure  to  achieve  mutually  acceptable  implementing  legisla- 
tion could  create  uncertainty  and  confusion  in  the  operation  of  the 
canal,  thereby  adversely  affecting  the  domestic  U.S.  economy.  Pas- 
sage of  legislation  consonant  with  the  treaties  will,  however,  en- 
hance the  United  States'  ability  to  manage  the  Panama  Canal 
properly. 

Since  many  U.S.  companies  are  frequent  users  of  the  canal  and 
depend  on  its  efficient  operation  for  their  competitive  edge  vis-a-vis 
foreign  companies,  we  are  most  anxious  that  the  canal  remain  open 
and  efficiently  operated. 

In  the  recent  debate  on  this  legislation,  aspersions  were  cast  on 
the  reliability  and  intentions  of  our  Panamanian  partners.  In  my 
opinion,  we  should  have  no  reason  to  doubt  that  Panama  will  main- 
tain its  side  of  the  bargain  and  meet  its  obligations.  It  is  in  Panama's 
interest  to  insure  that  the  canal  remain  open,  operational,  and  neutral 
since  so  much  of  its  economic  expansion  will  be  based  on  the  health  of 
this  vital  part  of  that  nation's  wealth. 

A  word  on  Panama's  commitment  to  private  enterprise  is  also  in 
order  at  this  point. 

The  Council  of  the  Americas  views  positively  the  strong  emphasis 

on  free  enterprise  and  private  investment  in  Panama's  economic 

development  planning.  Panama's  goal  of  becoming  a  major  regional 

center  for  shipping  and  trade  will  depend  on  its  ability  to  deal  suc- 

'Cessfully  with  private  enterprise  internationally. 
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In  addition,  Panama's  development  plans  indicate  a  healthy  reliance 
on  private  investment. 

This  commitment  to  free  enterprise  was  unequivocally  reiterated 
just  last  month,  on  May  10,  by  the  President  of  Panama,  His  Excel- 
lency Aristides  Koyo,  in  an  address  to  the  Coimcil  of  the  Americas 
here  in  Washington.  He  said,  and  I  quote : 

The  free  circulation  of  capital  and  profits  is  an  inestimable  advantage  offered 
by  Panama  to  firms  that  agree  to  take  a  share  in  the  country's  development. 

The  new  relationship  of  friendship  and  cooperation  undertaken  by  the  United 
States  and  Panama  at  the  political  and  diplomatic  level  should  be  accompanied 
by  a  closer  association  with  U.S.  firms,  wliich  are  always  well  received  in  our 
country  when  they  work  in  harmony  with  Panama's  laws  and  accept  the  spirit 
of  mutual  respect,  cooperation,  and  dignity  that  has  been  restored  between 
our  countries. 

That  is  the  end  of  the  quotation. 

The  success  of  any  business  joint  venture  depends  largely  on  the 
acceptance  by  both  parties  of  mutually  agreed  upon  relationships 
and  procedures  at  the  very  beginning  of  the  venture.  Initial  discord 
festers  and  inhibits  a  felicitous  and  profitable  operation.  It  can,  in- 
deed, lead  to  the  failure  of  the  business  itself. 

The  new  treaties  with  Panama  create  a  joint  venture  as  well  as  th& 
procedures  by  which  the  joint  venture  will  operate.  It  has  been  agreed 
upon  by  both  parties. 

We  believe  that  the  best  way  in  which  to  preserve  the  interests  of 
both  parties  is  for  the  U.S.  Congress  to  approve  mutually  acceptable 
implementing  legislation,  which  will  enable  this  marvel  of  American 
engineering  and  enterprise  to  continue  operating  efficiently  for  the 
benefit  of  the  United  States  and  world  commerce. 

Thank  you  very  much. 

Senator  Levin.  Thank  you  very  much. 

Senator  Exon? 

Senator  Exon.  Thank  you,  Mr.  Chairman. 

Mr.  Geyelin,  I  was  very  interested  in  your  testimony.  It  seems  to  be 
somewhat  in  conflict  with  some  of  the  testimony  that  we  heard  this 
morning  from  our  colleagues  in  the  House  of  Eepresentatives.  I  am 
very  reassured  by  the  fact  that  your  organization  feels  that  the  free 
enterprise  system  is  indeed  well  and  healthy  in  Panama.  That  certainly 
did  not  seem  to  be  the  thrust  of  the  testimony  we  heard  this  morning, 
which  indicated  that  Panama  was — I  don't  remember  the  term  that 
was  used — very  close  to  Cuba.  I  think  we  do  not  have  the  free  enter- 
prise system  at  work  in  Cuba. 

In  fact,  they  even  went  further  to  indicate  that  the  Government  of 
Panama  was  supporting  the  Communist  elements  and  the  Sandinistas 
in  Nicaragua  at  the  present  time. 

There  seems  to  be  some  inconsistency  here.  Could  you  throw  any 
light  on  that? 

Mr.  Gr.YELiN.  I  don't  think  there  is  any  indication  that  Panama  has 
been  anything  other  than  supportive  of  the  private  enterprise  system, 
when  you  look  at  the  number  of  businesses  which  are  transacting  their 
business  in  Panama,  not  only  in  the  zone,  but  throughout  the  country. 

Tlie  recognition  of  Fidel  Castro  is  not  an  unusual  fact.  The  ship 
of  state  in  many  countries  recognizes  the  Castro  regime,  including^ 
Canada  to  our  north  and  Mexico  to  our  south.  I  do  not  see  that  this^ 
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in  itself,  is  any  negation  of  the  concept  that  they  are  in  favor  of  the 
private  enterprise  system. 

As  far  as  the  supposed  support  for  the  Sandinista  movement,, 
including  the  traffic  of  arms  through  Panama,  I  think  it  has  been 
publicly  stated  by  both  the  President  and  General  Torrijos  that  this 
has  not  been  the  policy  of  the  Panamanian  Government  as  far  as  the 
illegal  shipment  of  arms,  but  that  they  do  support  the  movement  to 
overthrow  the  Somoza  regime. 

I  do  not  find  that  inconsistent  with  our  own  statements  by  Secretary 
Vance  of  the  other  day,  the  breaking  off  of  relations  with  the  Somoza 
regime  by  Mexico,  Venezuela,  and  other  democratic  nations,  and  if 
that  is  tacit  support  of  the  Sandinistas,  then  they  are  all  supporting 
the  Sandinistas. 

There  are  within  the  opposition  movement  all  elements  of  the  society. 
At  this  point  to  be  able  to  pinpoint  exactly  which  element  of  that 
movement  would  ultimately  gain  power  is  to  have,  indeed,  a  crystal 
ball  which  I  am  afraid  I  do  not  have. 

Senator  Exon.  Well,  you  are  the  head  of  an  organization  which  I 
think  has  a  basic  understanding  of  problems  in  South  America,  real 
or  imagined.  Is  there  any  question  in  your  mind  that  a  large  part  of 
the  Sandinista  movement  is  hardcore  Communist? 

Mr.  Geyelin.  Oh,  definitely.  But  I  understand  that  it  is  less  than 
10  to  15  percent.  Most  of  the  support  for  the  opposition  movement  has 
come  from  every  other  element  of  the  society,  including  the  business 
community  originally. 

Senator  Exon.  So,  it  is  your  understanding  that  only  10  to  15  per- 
cent of  the  Sandinista  movement  is  hardcore  Communist  ? 

Mr.  Geyelin.  That  would  be  my  impression.  From  what  I  have 
heard,  that  is  what  the  radical  element  of  the  opposition  movement 
comprises. 

Such  a  general  revolt  against  the  Somoza  regime  has  led  many 
strange  bedfellows  to  band  together  against  him.  I  do  not  know  what 
will  happen  when  this  present  confrontation  is  over  within  the  opposi- 
tion movement.  But  I  think  if  you  were  to  take  a  poll  of  those  people 
who  are  supporting  the  opposition  movement  at  this  point,  you  would 
find  that,  by  far,  the  majority  is  anything  but  Communist. 

Senator  Exon.  Thank  you  for  your  testimony. 

Were  you  here  earlier  to  hear  the  testimony  of  several  Members  of 
the  House? 

Mr.  Geyelin.  No,  unfortunately  I  was  not.  I  am  sorry  I  wasn't. 

Senator  Exon.  Thank  you,  Mr.  Chairman. 

Mr.  Geyelin,  I  appreciate  very  much  your  testimony. 

Senator  Levin.  I  think  you  have  made  an  important  point  relative 
to  smooth  implementation.  There  are  a  number  of  provisions  in  the 
House  bill  which  appear  to  me,  at  least,  to  be  inconsistent  with  the 
spirit,  and  perhaps  the  letter,  of  the  treaty. 

What  you  have  pointed  out  is  that  smooth  implementation  requires 
that  we  be  in  conformity  with  that  treaty.  I  would  think,  Colonel,. 
Admiral,  and  eveiyone  else  in  this  room,  that,  whatever  our  particular 
position  is  on  the  various  provisions  of  H.R.  Ill,  as  it  relates  to  tolls,  to 
employee  benefits  and  other  matters,  we  do  not  want  to  do  anything  in 
any  legislation  which  is  inconsistent  with  this  treaty.  I  think  that  is  the 
point  you  are  making, 
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Colonel  Haar,  I  didn't  ask  you  this  question,  but  your  comments  did 
not  relate  to  all  of  the  provisions  of  U.K.  Ill,  but  only  to  the  ones  you 
specifically  pointed  out.  Is  that  right  ? 

Colonel  Haar.  Yes,  sir ;  that  is  correct.  We  felt  that  we  should  not 
take  any  position  on  the  treaty,  pro  or  con  the  basic  treaty,  nor  on  the 
labor-emploj^ees  provisions  and  so  forth 

Senator  Le\t:n.  Or  the  control  of  the  Commission  provisions  ? 

Colonel  Haar.  ISTo. 

Specifically  which  did  you  mean  ? 

Senator  Levin".  Let  me  read  you  some  provisions  of  the  House  bill. 

The  House  bill  reads  that  the  Panama  Canal  Commission,  "shall 
be  supervised  by  a  boaixl,  which  shall  act  under  the  direction  of  the 
Secretary  of  Defense."  The  treaty  says  that  the  Panama  Canal  Com- 
mission shall  be  supervised  by  a  board  composed  of  nine  members,  and 
it  identi  fies  where  they  shall  be  from. 

The  House  provisions  says  that  the  Secretary  of  Defense  directs  the 
board.  The  treaty  says  that  the  Panama  Canal  Commission  shall  be 
supervised  by  a  board. 

Are  you  taking  any  provision  as  to  whether  or  not  that  House  prov- 
ision is  inconsistent  with  the  treaty  language  ? 

Colonel  Haar.  No,  sir,  we  are  not.  We  do  have  a  provision  in  our  little 
spread  sheet,  which  is  one  of  the  enclosures,  that  shows  our  position  in 
regard  to  the  supervisory  group. 

Senator  Levin.  As  to  who  should  be  appointed  to  the  board  ?  Would 
you  be  a  little  more  explicit,  j^lease. 

Colonel  Haar.  Rick,  would  you  discuss  the  supervisory  board,  please. 

Mr.  LroiNSKY.  Mr.  Chairman,  we  supported  the  chairmanship  of  the 
Secretary  of  Defense  and,  of  course,  the  lay  members. 

Let  me  speak  as  an  attorney.  There  are  some  provisions  of  the  House 
bill  which  do  bother  me.  But  from  sitting  through  every  one  of  the 
House  hearings,  I  think  there  was  a  case  of  reaction  by  the  adminis- 
tration in  that  every  time  the  committee  would  adopt  an  amendment 
dissimilar  to  1716,  your  1024,  the  first  cry  that  goes  up  is  that  it  violates 
the  treaty  or  the  spirit  of  the  treaty. 

Senator  Lem:n.  I  am  not  talking  about  a  whole  lot  of  other  amend- 
ments. I  am  talking  about  some  very  specific  amendments.  I  am 
asking  you,  as  an  attorney,  does  that  sound  different  from  the  treaty 
to  vou  ? 

Mr.  LroiNSKY.  It  does. 

Senator  Levin.  Let  me  read  you  another  provision. 

There  is  established  as  an  agency  and  instnimentality  of  the  United  States 
the  Panama  Canal  Commission.  The  Commission  shall,  under  the  general  super- 
vision of  the  board  and  subject  to  the  direction  of  the  Department  of  Defense, 
be  responsible  for  maintenance. 

Does  that  sound  different  to  vou  than  the  treaty,  which  says  the 
Panama  Canal  Commission  shall  be  supervised  by  a  board  ? 

JNIr.  LiDiNSKY.  It  does  sound  different,  but,  in  the  same  light  if  the 
treaty  was  vague  in  so  many  areas  it  was  the  House's  responsibility  to 
flesh  it  out.  If  they  fleshed  it  out  wrongly,  the  Senate  which  is  the  body 
that  ratified  the  treaty,  should  now  rectify  it. 

Senator  Levin.  I  fully  agree  with  you  that  this  is  our  obligation. 
The  statement  which  we  received  from  three  Members  of  the  House 
this  morning  is  if  we  change  it,  we  are  not  going  to  get  anywhere  be- 
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cause  tliey  cannot  go  any  further  than  they  went  with  Murphy.  Iron- 
ically, that  statement  came  from  three  people  who  had  opposed 
Murphy. 

Mr.  LiDixsKY.  I  realize  that.  One  of  the  witnesses  this  morning  was 
one  of  the  strongest  supporters  of  our  amendment,  and  yet  he  voted 
against  the  bill.  The  Senator  realizes  the  heated  atmosphere  that  took 
place  in  the  other  Chamber  and  that  what  they  say  today  might  not 
hold  in  2  weeks. 

Senator  Levin.  And,  of  course,  the  Senate  is  completely  passionless 
wdiere  that  kind  of  heat  does  not  exist. 

[General  laughter.] 

Senator  Levin.  "While  I  am  at  it,  let  me  point  out  article  XIII  says 
the  Republic  of  Panama  shall  receive  in  addition  from  the  Panama 
Canal  Commission  certain  payments,  one  of  which  is  a  contingency 
payment. 

The  House  bill  section  250  attaches  a  whole  lot  of  additional  condi- 
tions to  the  receipt  of  that  payment. 

As  a  lawyer,  does  that  strike  you  as  being  inconsistent  with  treaty 
language? 

Mr,  LiDiNSKY.  As  a  lawyer,  on  the  face  of  it  it  is.  But  again,  you 
have  to  read  the  document  as  a  whole.  The  language  that  we  put  into 
section  412  (b)  in  effect  tells  the  Commission  that  it  shall  never  increase 
the  tolls  to  insure  the  contingency  payment. 

Senator  Levin.  This  was  pursuant  to  a  reservation  attached  by  the 
Senate. 

Mr.  LiDiNSKY.  Yes.  But  that  is  not  violative  of  the  treaty  in  that  it 
does  not  prevent  the  contingency  payment  from  being  paid.  It  just 
prevents  raising  the  tolls. 

Senator  Levin.  That  is  consistent  with  the  treaty.  That  is  consistent 
with  a  reservation  to  the  treaty. 

Mr.  LiDiNSKY.  Correct. 

Ambassador  Moss  and  the  Government  of  Panama  communicated 
on  that  point. 

I  grant  that  some  of  the  language  in  section  250  has  to  be  looked  at. 

Senator  Levin.  I  have  just  a  few  additional  questions  for  Mr. 
Geyelin. 

Mr.  Geyelin.  By  the  way,  my  congratulations  on  the  way  you  pro- 
nounce my  name. 

Senator  Levin.  Well,  I  worked  at  it  last  night  for  about  an  hour. 
My  daughter  takes  French.  If  I  didn't  get  your  name  right,  I  would  be 
socked  at  home.  [General  laughter.] 

Can  you  tell  us  about  the  relationship  between  your  member  com- 
panies and  the  Government  of  Panama  since  ratification  of  the 
treaties  ?  Has  there  been  any  shift  in  the  relationship  ? 

INIr.  Geyelin.  None  at  all  that  I  am  aware  of.  I  think  it  has  been  a 
much  more  favorable  business  climate  in  many  respects.  Therefore  I 
"would  assume  that  it  has  been  beneficial.  But  I  cannot  see  that  there 
has  been  any  dramatic  change  in  the  past  year. 

Senator  Levin.  Mr.  Geyelin,  I  do  have  a  few  other  questions  to  ask, 
which  we  will  send  to  you.  We  would  appreciate  an  answer  for  the 
record. 

Senator  Exon  ? 
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Senator  Exon.  Mr.  Chairman,  I,  too,  want  to  compliment  you  for 
the  pronmiciation  of  that  very  difficult  French  name,  "Geyelin."  I  wish 
that  you  could  learn  to  pronounce  my  name  right,  too.  It  is  "Exun" 
and  not  "Exxon."  [General  laughter.] 

I  just  had  to  get  that  in. 

Senator  Levin.  You  got  it  in  pretty  deep.  [General  laughter.] 

Senator  Exon.  I  have  no  questions  at  this  time,  Mr.  Chairman. 

Senator  Levin.  Senator  "Levine"  will  now  call  upon  Admiral 
Benkert  as  its  last  witness  for  today. 

STATEMENT  OF  HEAR  ADM.  WILLIAM  M.  BENKERT  (RETIRED), 
U.S.  COAST  GUARD,  PRESIDENT,  AMERICAN  INSTITUTE  OF  MER- 
CHANT  SHIPPING 

Admiral  Benkert.  Thank  you  very  much,  Mr.  Chairman. 

I  have  a  very  brief  statement  which,  with  your  permission,  I  would 
like  to  read. 

Senator  Levin.  Please  proceed. 

Admiral  Benkert.  Thank  you,  sir. 

Mr.  Chairman  and  members  of  this  committee,  I  am  William  M. 
Benkert,  president  of  the  American  Institute  of  Merchant  Shipping, 
known  as  AIMS.  AIMS  is  a  national  trade  association  of  the  Ameri- 
can flag  ocean-going  merchant  fleet,  and  includes  in  its  membership 
28  companies  which  own  or  operate  U.S.-flag  tankers,  liquefied  gas, 
chemical,  and  dry  bulk  carriers.  Many  of  our  members  regularly  utilize 
the  Panama  Canal  in  their  operations.  Therefore,  we  have  a  substan- 
tial interest  in  this  treaty  implementing  legislation. 

The  primary  concern,  Mr.  Chairman,  of  shipowners  is  the  continued 
safe,  efficient,  and  nondiscriminatory  operation  of  the  Panama  Canal 
for  reasonable  toll  charges.  We  feel  certain  that  the  new  Commission 
will  recognize  this  waterway's  commercial  value  and  work  to  main- 
tain it.  Therefore,  timely  enactment  of  implementing  legislation  to 
prepare  for  and  insure  such  uninterrupted,  efficient  service  is  of  para- 
mount importance  to  us. 

Vessels  which  currently  utilize  the  canal  do  so  because  of  the  sub- 
stantial savings  realized  as  opposed  to  the  increased  transit  time  and 
obvious  operating  costs  involved  in  the  longer  alternative  routes. 

While  it  is  true  that  many  ships  are  too  large  to  transit  the  canal, 
the  fact  remains  that  many  others  are  not,  including  the  American-flag 
tankers  which  carry  an  average  of  250,000  barrels  of  Alaskan  North 
Slope  oil  through  the  canal  each  day. 

However,  for  many  shipments  now  going  the  canal  route,  economic- 
ally attractive  alternatives  to  canal  transit  either  exist  or  may  exist 
in  the  near  future.  For  this  reason,  we  feel  that  tolls  must  be  kept 
at  the  lowest  levels  possible,  but  consistent  with  covering  all  direct  ex- 
penses, including  necessary  plant  replacement  or  improvement,  so  that 
the  canal  can  continue  to  be  a  commercially  competitive  route  for  those 
wishing  to  utilize  it. 

.  ^  Tliis  will  help  to  insure  that  tlie  canal  will  be  a  self-sustaining  opera- 
tion when  turned  over  to  complete  Panamanian  control  in  the  vear 
2000. 

Our  concept  of  a  self-sustaining  canal  does  not  include  repayment 
of  the  original  U.S.  investment  or  further  interest  payments  on  that 
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investment.  To  put  into  perspective  the  question  of  interest  payments, 
I  would  like  to  point  out  that  canal  users  over  the  years  have  gener- 
ated sufficient  revenues  to  permit  the  continuing  capital  improvements 
necessary  to  keep  the  canal  attractive  to  commerce. 

Senator  Levin.  Admiral  Benkert,  let  me  interrupt  you  for  a  moment. 
Senator  Exon  will  be  chairing  this  hearing  in  my  absence  for  about 
3  or  4  minutes.  I  have  to  take  an  urgent  telephone  call. 

Please  proceed. 

Admiral  Benkert.  Thank  you,  Mr.  Chairman. 

Today,  about  $40  billion  in  commodities  with  a  U.S.  origin  or  de- 
stination use  the  canal  annually.  In  addition,  the  canal  has  been  of 
great  use  to  the  United  States  during  times  of  war.  In  view  of  these 
tremendous  national  benefits,  we  believe  it  is  fair  to  say  that  the  canal 
has  already  paid  for  itself. 

JNIr.  Chairman,  I  would  like  to  invite  the  committee's  attention  to 
-the  provision  in  the  House-passed  bill  which  governs  the  procedure 
for  effecting  changes  in  toll  rates.  This  procedure  involves  two  stages, 
with  publication  of  the  proposal  in  the  Federal  Kegister,  public  hear- 
ings, and  final  effectiveness  30  days  following  Presidential  approval. 
Such  a  system  would  appear  to  us  to  provide  greater  protection  against 
possible  unjust  toll  increases  by  allowing  a  longer  period  for  review. 

While  I  am  on  the  subject  of  tolls,  Mr.  Chairman,  I  would  like  to 
emphasize  that  the  treaty  itself  provides  that  transit  charges  shall  be 
"just,  reasonable,  equitable,  and  consistent  with  the  principles  of  in- 
ternational law." 

In  our  opinion,  this  means  that  the  toll  structure  cannot  discriminate 
according  to  flag  or  the  origin  or  destination  of  cargo  carried  on  com- 
mercial vessels. 

Mr.  Chairman,  inasmuch  as  shipping  is  a  global  industry  and  the 
canal  provides  a  service  to  world  commerce,  AIMS  would  like  to  take 
this  opportunity  to  express  the  views  of  the  International  Chamber  of 
Shipping,  the  ICS.  The  ICS  asked  AIMS,  as  the  U.S.  constituent  mem- 
ber of  that  organization,  to  convey  its  position  to  the  U.S.  Congress. 

As  you  may  know,  Mr.  Chairman,  ICS  is  an  organization  represent- 
ing shipowners'  associations  in  29  countries,  together  comprising  some 
two-thirds  of  world  merchant  shipping  and  the  great  majority  of  free 
world  merchant  ships. 

ICS  has  not  sought  to  express  any  views  directly  on  the  question  of 
the  new  Panama  Canal  Treaties  and  the  transfer  of  ownership  of  the 
canal,  believing  this  to  be  the  prerogative  of  United  States  and  Pana- 
manian interests.  ICS  believes,  however,  that  it  would  be  timely  to 
make  a  general  comment  on  the  canal  and  its  operation  on  behalf  of  the 
international  shipping  industry  as  a  whole. 

Let  me  quote,  Mr.  Chairman : 

The  Panama  Canal  is  an  international  waterway  of  major  importance  to  the 
shipping  industry,  and  its  continued  eflScient  operation,  at  reasonable  cost  to 
users,  is  essential  if  economic  shipping  services  are  to  be  maintained.  There  are 
two  major  factors  which  influence  the  use  of  the  Canal  by  shipping  companies : 
the  level  of  tolls;  and  the  ability  of  ships  to  transit  the  Canal  safety  and  to 
schedule.  Significant  increases  in  tolls  and  delays  in  Canal  transits  both  rep- 
resent major  financial  considerations  for  Canal  users  and  could  encourage  op- 
erators to  consider  alternatives  to  the  use  of  the  Canal.  Thus,  while  it  is  very 
much  in  the  interests  of  the  shipowner  that  the  Canal  should  be  efl5ciently  and 
economically  run,  equally  it  is  in  the  interests  of  the  operators  of  the  Canal  to 
provide  an  attractive  service  and  thereby  maintain  a  satisfactory  level  of  usage. 


498 

That  is  the  end  of  the  quotation  from  the  ICS  presentation. 

In  conchision,  American  and  foreign  shipowners  represented  by 
AIMS  and  ICS  wish  to  help  the  United  States  fulfill  its  commitments 
to  Panama.  To  accomplish  this,  we  seek  reasonable,  equitable  tolls  that 
cover  only  direct  operating  costs.  Trying  to  recoup  the  original  invest- 
ment or  collect  interest  on  that  investment  we  feel  would  jeopardize  the 
future  of  the  canal  which  we  believe  has  many  more  useful  years  if 
properly  maintained  and  operated. 

If  this  committee  is  concerned  about  maintaining  the  canal's  rev- 
enue-generating ability  to  avoid  having  to  use  taxpayers'  dollars  to 
meet  the  commitments  to  Panama,  we  respectfully  suggest  that  you 
follow  the  administration's  lead  in  not  requiring  further  interest 
payments. 

Mr.  Chairman,  that  concludes  the  written  statement  which  I  have 
submitted  to  the  committee.  However,  in  view  of  some  of  the  testi- 
mony which  has  been  given  here  this  afternoon  and  perhaps  earlier 
also  during  the  hearings,  which  I,  unfortunately,  did  not  have  the 
opportunity  to  attend,  I  would  like  to  make  a  couple  of  comments. 

I  thinlv  one  of  the  points  voiced  here  was  on  the  subject  of  oil  transit 
through  the  Panama  Canal,  particularly  Xorth  Slope  oil.  The  in- 
formation which  Colonel  Haar  gave  I  believe  to  be  quite  accurate  as 
far  as  current  and  future  projections  of  volume.  This  is,  of  course, 
unless  something  happens  in  our  foreign  policy  which  might  lead  to 
such  things  as  trade  offs  with  Japan,  Mexico,  or  some  other  countries 
for  oil.  But,  as  it  now  stands,  I  think  those  figures  and  future  pro- 
jections for  what  will  go  through  the  canal  are  perfectly  accurate. 

I  would  also  like  to  add  on  the  subject  of  tolls,  even  though  our 
statement  discusses  tolls  very  specifically — obviously  we  are  very 
interested  in  tolls,  the  toll  structure,  and  in  how  the  toll  rates  are  ar- 
rived at.  Anybody  who  was  paying  the  bill  would  be  interested  in 
this.  I  do  think  of  primary  coTicerii  with  shipowners  and  ship  opera- 
tors, whom  I  represent,  and  also  those  of  the  International  Chamber 
of  Shipping  on  a  worldwide  basis,  is  the  development  of  a  regime  in 
the  functioning  and  operation  of  the  canal  which  will  insure  sound, 
safe,  and  efficient  operation  of  that  canal. 

I  think  on  this  subject  we  would  simply  like  to  say  that  we  are 
not  experts  in  management  in  the  sense  of  management  of  the  canal. 
We  are  not  lawyers.  We  are  looking  tOAvard  the  Congrress  of  the  United 
States,  in  its  wisdom — and  I  mean  that  very  seriously — to  look  at  these 
pieces  of  legislation  and  to  come  up  with  the  best  way  of  running 
this  canal  in  a  safe  and  efficient  manner  and  at  the  least  cost  to  the 
people  who  run  ships  through  this  canal. 

In  this  same  regard.  Mr.  Chairman,  I  would  also  like  to  say  this — 
I  hope  I  am  not  out  of  line  and  that  I  am  not  starting  another  argu- 
ment somewhere — but  I  do  feel  that  the  concept  which  perhaps  you 
voiced  earlier  and  was  mentioned  in  the  testimony  to  which  I  just 
listened  relative  to  payments  of  early  retirement  benefits — quite 
fi-anklv.  T  don't  think  thnt  this  iY]^e  of  pavmont  should  be  a  toll 
burden.  I  believe  this  shonlrl  come  from  the  United  States,  as  a  coun- 
try, for  the  simple  reason  that  I  think  this  was  part  and  pnrcel  of 
the  development  of  our  treatv  and  the  development  of  what  we  deemed 
to  be  necessary  to  insure  ratification  of  the  treaty  by  the  United  States. 
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I  therefore  feel  that  this  is  a  legitimate  obligation  and  expense  of  the 
United  States  and  that  it  should  not  be  incorporated  in  a  tolls  base. 

Excuse  me  for  being  so  lengthy,  Mr.  Chairman,  but  that  is  all  I 
have.  I  would  hope  to  be  able  to  answer  any  questions  you  might  have. 

Senator  Exon.  Thank  you  very  much.  I  appreciate  your  testimony. 
While  you  did  not  come  right  out  and  say  so,  I  suspect  that  what  you 
were  at  least  hinting  at  is  that  you  do  not  necessarily  agi*ee  with  the 
H.E..  Ill  provision  which  moves  away  from  a  corporate  management 
to  an  agency  management. 

Admiral  Benkert.  Well,  sir,  my  position  on  the  management  of  the 
canal  is  that  I  don't  believe  shipowners  or  their  representatives  are 
experts  on  how  the  general  management  of  the  canal  should  be  ac- 
complished, or  the  particular  means.  I  feel  that  the  Congress  of  the 
United  States,  and  in  this  case  specifically  the  Senate,  should  take  a 
good  look  at  this  management  concept  and,  hopefully,  cojne  up  with 
the  best  type  of  management  that  will  in  its  view  insure  continued, 
safe,  and  efficient  operation  of  the  canal. 

I  am  not  trying  to  dodge  the  issue.  I  really  believe  this. 

Senator  Exon.  Admiral,  did  you  testify  on  the  House  side  on  this 
bill? 

Admiral  Benkert.  Yes,  sir,  I  did. 

Senator  Exox.  Along  the  same  lines  which  you  have  testified  here 
today  ? 

Admiral  Benkert.  Yes,  sir. 

Senator  Exon.  Thank  you. 

Mr.  Chairman,  let  me  turn  the  hearing  back  to  you. 

Senator  Levin.  Please  continue.  Senator,  if  you  have  any  more 
questions. 

Mr.  Getelin.  Mr.  Chairman,  may  I  be  recognized  ? 

Senator  Levin.  Yes,  Mr.  Geyelin. 

Mr.  Getelin.  On  the  same  subject,  which  was  brought  up  before, 
you  did  ask  if  there  had  been  examples  of  joint  government-private 
sector  commissions.  I  think  there  is  not  an  oil  company  in  the  United 
States  right  now  that  is  not  in  a  joint  venture  with  a  government  of 
some  country.  I  would  also  point  out  that  I  think  the  Panamanian 
delegation  or  Commission  head  is  Mr.  Gabriel  Lewis.  Mr.  Lewis  is  a 
really  first-rate  entrepreneur  and,  from  the  very  soles  of  his  feet,  is  a 
businessman.  So,  although  you  may  have  more  political  implications 
in  the  management  or  composition  of  the  Commission  or  in  the  behind- 
the-scenes  impact  on  the  new  Commission,  as  opposed  to  the  old  corpo- 
ration, I  see  nothing  inconsistent  with  maintaining  a  purely  private 
sector  or  joint  private-public  sector  U.S.  representation  on  ithe  Com- 
mission. 1  don't  think  that  the  climate  has  changed  that  much. 

Senator  Exon.  I  have  no  further  questions,  Mr.  Chairman. 

Senator  Levin.  I  have  no  additional  questions  at  this  time.  The  rec- 
ord will  be  kept  open  until  Friday  for  those  who  may  wish  to  expand 
their  views  and  for  questions  which  we  may  have. 

I  want  to  thank  all  of  our  witnesses  for  coming  here  today.  Your 
perspectives  have  been  very  helpful  to  us.  We  very  much  appreciate 
your  coming. 

This  concludes  the  hearings  on  the  bill  in  the  Senate.  We  will  now 
proceed  to  mark  up  this  bill  at  some  unspecified  future  time  which  will 
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1)6  announced  as  soon  as  the  date  is  set.  We  will  be  consulting  with 
•Chairman  Stennis. 

I  want  to  thank  all  of  you  for  participating  and  to  thank  Senator 
Exon  for  filling  in  for  me  when  I  had  to  leave  the  hearing  and  for  his 
participation  in  these  hearings. 

Senator  Exon.  Thank  you,  Mr.  Chairman. 

Senator  Levin.  Gentlemen,  several  Senators  who  could  not  be  pres- 
■ent  have  written  questions  which  they  would  like  to  submit  for  your 
responses  in  writing. 

[Questions  with  answers  supplied  follow :] 

Questions  Submitted  by  Senator  Strom  Thurmond 

Senator  Thurmond.  Admiral  Benkert,  what  is  the  position  of  the  Shipping  In- 
stitute on  the  inclusion  of  interest  and  retirement  costs  in  the  toll  base? 

Admiral  Benkert.  We  opjwsed  the  inclusion  of  the  interest  provision  in  our 
original  testimony  on  the  House  side.  We  took  no  position  on  the  early  retirement 
action.  However,  the  House  included  in  the  toll  base  and  we  supported  the  bill 
as  it  passed  the  House  and  we  fully  realize  that  this  will  increase  the  cost  to 
the  user  but  we  think  that  the  provision  in  the  overall  bill  is  worth  this  addi- 
tional cost  and  we  would  hope  that  the  presence  of  members  of  the  private 
sector  on  the  Commission  will  ensure  that  costs  will  be  kept  to  the  minimum  and 
the  Commission  will  be  administered  on  a  sound  financial  basis. 

Senator  Thurmond.  Admiral  Benkert,  toll  rates  have  been  increased  30  percent 
between  1974  and  1976.  What  additional  increases  do  you  think  could  be  handled 
■without  reducing  the  use  of  the  Canal? 

Admiral  Benkert.  In  many  cases  I  am  of  the  opinion  that  the  carrier  will 
assume  all  or  a  portion  of  toll  increases  because  of  competition  with  mini  land 
bridge.  However  when  this  is  no  longer  practicable,  he  will  be  forced  to  pass  the 
charges  on  and  it  is  this  situation  that  we  believe  can  lead  to  major  diversion  of 
cargo  if  tolls  are  increased  substantially  beyond  the  50%  to  100%  range. 

Senator  Thurmond.  Admiral  Benkert,  which  commodities  moving  through  the 
Canal  are  most  sensitive  to  toll  increases? 

Admiral  Benkert.  All  cargo  is  sensitive  to  varying  degrees  but  we  would  be 
most  concerned  about  grain,  petroleum,  coal,  steel  and  containerized  cargo. 

Senator  Thurmond.  Is  it  not  a  fact  that  if  we  load  the  tolls  to  the  point  where 
traffic  diminishes,  the  American  taxpayer  will  ultimately  have  to  pay  the  cost 
of  operating  the  Canal? 

Mr.  Fasick.  a  1978  study  by  International  Research  Associates  on  traffic  sensi- 
tivity to  toll  rate  increases  stated  that  additional  revenue  could  be  obtained  by 
increasing  toll  rates  up  to  75  percent.  The  study  also  stated,  that  beyond  75  per- 
cent, the  additional  diversion  of  traffic  due  to  further  increases  more  than  offsets 
the  increased  revenue  per  ton  on  the  remaining  traffic,  so  that  further  increases 
in  total  revenue  are  not  obtainable. 

We  have  testified  that  if  Canal  transits  fall  short  of  current  estimates  for  any 
reason,  and  toll  revenues  were  insufficient  to  cover  the  costs  of  the  Commission, 
including  the  scheduled  payments  to  the  Government  of  Panama,  the  United 
States  would  likely  be  required  to  provide  financial  assistance  through  Congres- 
sional appropriations  or  allowing  the  Commission  to  borrow  from  the  Treasury. 

Senator  Thurmond.  Is  it  not  also  a  fact  that  the  increased  tolls  will  be  i/assed 
on  to  the  American  taxpayer  either  as  a  shipping  cost  for  outgoing  goods  or  as  an 
increased  cost  of  the  commodities  which  are  coming  in? 

Mr.  Fasick.  Most  analysis  that  we  have  seen  suggest  that  the  bulk  of  any  price 
increase  that  will  derive  from  a  toll  rate  increase  will  fall  on  the  importer 
rather  than  the  exporter  of  goods  shipped  through  the  Panama  Canal.  The  United 
States  is  the  destination  of  approximately  30  percent  of  the  traffic  and  therefore, 
U.S.  consumers  would  pay  about  30  percent  of  the  higher  tolls.  In  dollar  terms, 
this  amount  would  be  negligible  when  compared  with  our  total  import  bill. 

Senator  Thurmond.  Which  commodities  moving  through  the  Canal  are  most 
sensitive  to  toll  increases? 

Mr.  Fasick.  According  to  the  Panama  Canal  Company's  Toll  Study  dated 
March  1979,  the  sensitivity  of  Canal  traffic  to  toll  rate  increases  was  determined. 
The  analysis  measured  the  effects  on  Canal  traffic  to  increases  in  toll  rates  rang- 
ing from  25  to  40  percent  over  present  rates.  The  effects  the  measured  sensitivity 
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could  have  on  Canal  traffic  and  tolls  revenues  projected  for  the  period  1980 
through  1982  were  estimated.  The  sensitivity  analysis  took  into  account  factors 
which  influence  decisions  on  model  choice  or  routing,  rearrangement  of  markets 
and  services,  and  general  worldwide  economic  conditions. 

The  threshold  at  which  any  Canal  commodity  was  found  to  be  measurably 
sensitive  to  a  tool  increase  was  25  percent.  An  increase  of  this  magnitude  could 
result  in  a  maximum  diversion  of  about  0.9  percent  of  Canal  cargo  in  1982  and 
an  impact  from  a  40.0  percent  increase  could  reach  3.1  percent  in  the  same  year. 

The  summary  of  tonnage  for  each  of  the  20  commodity  groups  for  the  three  spe- 
cific years  shows  that  the  following  commodities  are  sensitive  to  increases : 

FISCAL  YEAR  1980 
[Millions  of  long  tonsl 


Zero 


25  percent 


40  percent 


Loss 


None. 


None Grains  and  oilseeds 0.  5 

Manufactures  of  iron  and  steel. .  2 

Crude  petroleum .9 

Miscellaneous  ores .  1 

Chemicals .  1 

General  cargo  and  other .  6 


FISCAL  YEAR  1981 
[Millions  of  long  tons] 


Zero 


25  percent 


Loss 


40  percent 


None Crude  petroleum 

General  cargo  and  other. 


Loss 


0.5           Grains  and  oilseeds.. 0.7 

.3           Bananas .1 

Auto,  trucks,  and  accessories .  1 

Manufacturers  of  iron  and  steel .  3 

Crude  petroleum.. 1.0 

Petroleum  products .2 

Miscellaneous  ores .1 

Chemicals .1 

General  cargo  and  other .7 


FISCAL  YEAR  1982 


Grains  and  oilseeds 0. 2 

Manufacturers  of  iron  and  steel .  1 

Sugar .-  .  1 

Crude  petroleum .7 

Petroleum  products .2 


Grains  and  oilseeds - 1. 0 

Bananas -1 

Auto,  trucks,  and  accessories .1 

Manufactures  of  iron  and  steel .  3 

Sugar .  1 

Crude  petroleum -  1.0 

Petroleum  products .2 

Miscellaneous  ores .2 

Chemicals •  2 

General  cargo  and  other... 1. 0 


Based  on  the  above  sensitivity  analysis,  the  following  commodities  are  most 
sensitive  to  toll  increases  and  they  are  shown  by  level  of  increase  and  year : 

Fiscal  year  1980 
At  iO  percent  Loss 

Crude  petroleum -9 

General  cargo  and  other .6 

Grains  and  oilseeds -5 


1.1 


FISCAL  YEAR  1980 


At  25  percent 


Loss 


At  40  percent 


Loss 


Crude  petroleum 0.5 

Total - 5 


Crude  petroleum -  1.0 

Grains  and  oilseeds .7 

General  cargo  and  other .  7 

Total 2. 4 
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FISCAL  YEAR  1982 


Crude  petroleum 0.7 

General  cargo  and  other .4 

Total 1. 1 


Grains  and  oilseeds.. 1.0 

Crude  petroleum 1.0 

General  cargo  and  other 1. 0 

Total — 3. 0 


The  International  Research  Association's  (IRA)  study  of  Panama  Canal 
Traffic  and  Revenue  1978-2000  dated  January  1978,  also  made  a  sensitivity 
analysis  of  commodities  to  toll  increase  FY-79,  FY-80,  FY-85,  and  FY-90.  For 
FY-80,  the  IRA  study  also  shows  a  sensitivity  to  toll  increases  by  the  commod- 
ities cited  as  most  significantly  affected  at  40  percent  level.  However,  the 
IRA  study  shows  a  slight  decrease  in  tonnage  at  the  25  percent  level  on  two 
of  the  three  commodities  cited  above  whereas  the  Panama  Canal  Company 
study  shows  no  decrease.  Fiscal  years  1981  and  1982  were  not  compared  because 
IRA  did  not  make  an  analysis  for  these  years. 

Based  on  GAO's  ursory  review  of  the.se  studies,  the  analysis  of  commodity 
sensitivity  to  toll  rate  increases  appear  to  be  reasonable.  Attached  the  summary 
of  estimated  effects  of  toll  increases  to  commercial  tonnage  developed  by  the 
Panama  Canal  Company. 

TABLE  I.— SUIVIMARY  OF  ESTIIVIATED  EFFECTS  OF  TOLLS  INCREASES  ON  PANAMA  CANAL  COIVIMERCIAL 

CARGO  TONNAGE,  FISCAL  YEARS  1980-82 

[Millions  of  long  tons] 


Amount  of  toll  rate  increase 


1980 


None 


25  per-   40  per- 
cent       cent 


1981 


None 


25  per-    40  per- 
cent       cent 


1982 


None 


25  per-    40  per- 
cent       cent 


Grains  and  oilseeds 31.5 

Coal  and  coke 13.2 

Bananas 1.7 

Autos,  trucks,  and  accessories 2.0 

Lumber  (including  wood  pulp) 8.  5 

Manufactures  of  iron  and  steel 10. 8 

Scrap  metal 2.5 

Miscellaneous  metals 2.3 

Sugar 4.0 

Crude  petroleum 32.8 

Petroleum  products 15.0 

Alumina/bauxite 1. 4 

Iron  ore 1.9 

Miscellaneous  ores 4.0 

Paper  and  products 1.6 

Phosphate 5.6 

Fertilizers,  fishmeal,  and  potash 3.3 

Sulfur 1.6 

Chemicals 3.0 

General  cargo  and  all  other 26. 2 

Total 172.9 


31.5 

13.2 

1.7 

2.0 

8.5 

10.8 

2.5 

2.3 

4.0 

32.8 

15.0 

1.4 

1.9 

4.0 

1.6 

5.6 

3.3 

1.6 

3.0 

26.2 


31.0 

13.2 

1.7 

2.0 

8.5 

10.6 

2.5 

2.3 

4.0 

31.9 

15.0 

1.4 

1.9 

3.9 

1.6 

5.6 

3.3 

1.6 

2.9 

25.6 


33.3 

13.2 

1.8 

2.1 

9.0 

11.0 

2.6 

2.4 

4.0 

33.4 

15.7 

1.4 

2.0 

4.2 

1.7 

5.8 

3.4 

1.6 

3.2 

27.9 


33.3 

13.2 

1.8 

2.1 

9.0 

11.0 

2.6 

2.4 

4.0 

32.9 

15.7 

1.4 

2.0 

4.2 

1.7 

5.8 

3.4 

1.6 

3.2 

27.6 


32.6 

13.2 

1.7 

2.0 

9.0 

10.7 

2.6 

2.4 

4.0 

31.9 

15.5 

1.4 

2.0 

4.1 

1.7 

5.8 

3.4 

1.6 

3.1 

26.9 


34.8 

13.2 

1.9 

2.2 

9.3 

11.2 

2.7 

2.4 

4.0 

34.0 

16.2 

1.4 

2.0 

4.4 

1.9 

6.0 

3.5 

1.7 

3.4 

29.1 


34.6 

13.2 

1.9 

2.2 

9.3 

11.1 

2.7 

2.4 

3.9 

33.3 

16.0 

1.4 

2.0 

4.4 

1.9 

6.0 

3.5 

1.7 

3.4 

28.7 


33.6 

13.2 

1.8 

2.1 

9.3 

10.8 

2.7 

2.4 

3.8 

32.3 

15.8 

1.4 

2.0 

4.2 

1.9 

6.0 

3.5 

1.7 

3.2 

27.8 


172.9      170.5      179.7      178.9      175.6      185.3      183.6      179.5 


Senator  Thubmond.  Mr.  Fasick,  would  you  provide  for  the  Committee  what 
Congressional  controls  could  be  written  into  the  bill  if  the  Commission  operates 
as  a  corporate  agency  that  may  satisfy  the  House  members  on  this  issue  ? 

Mr.  Fasick.  As  suggested  in  our  earlier  testimony  before  the  Panama  Canal 
Subcommittee  of  the  House  Marine  and  Fisheries  Committee,  many  types  of 
limitations  could  be  drafted  which  would  allow  for  a  more  strict  congressional 
control  of  the  Commission  if  established  in  the  corporate  form.  In  this  regard, 
there  is  no  limit  in  the  Government  Corporation  Control  Act  as  to  the  kind  of 
restrictions  that  the  Congress  may  choose  to  write.  Restrictions  limiting  the 
amounts  available  for  a  corporation's  administrative  expenses  are  commonly 
placed  in  the  legislation  which  appropriates  funds  for  numerous  wholly-owned 
Government  corporations.  Similarly,  some  corporations  are  restricted  in  the 
amount  and  type  of  expenditures  it  can  make.  These  limitations  can  be  placed 
in  either  the  corporation's  yearly  appropriation  acts  or  in  the  organic  legislation 
■establishing  the  corporation. 
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Similarly,  language  could  also  be  drafted  which  would  require  approval  from, 
or  notification  to,  the  appropriate  congressional  committee  whenever  the  Com- 
mission intends  to  reprogram  funds  from  its  approved  budget  estimates.  Such 
language  could  include  minimal  dollar  figures  for  congressional  action.  This 
would  place  the  appropriate  congressional  committee  in  a  more  advantageous 
oversight  position ;  from  one  of  hindsight  to  having  advanced  knowle<lge  of 
changes  in  the  management  policy  of  the  Commission.  To  cite  some  examples 
(1)  the  legislation  for  the  Export-Import  Bank  includes  Umitations  or  restric- 
tions on  such  matter  as  level  of  program  activity,  lending  rate,  administrative 
expenses,  notification  to  Congress  of  loans,  financial  guarantees  or  combination 
of  both  equal  to  $100,000,000  or  more  at  least  25  days  prior  to  final  approval  by 
the  Board,  and  limitations  on  amount  and  purpose  of  loans  and  financial  guar- 
antees for  exports  to  the  U.S.S.R.,  and  (2)  legislation  for  TYA  limits  the  total 
amount  of  bonds  the  corporation  may  issue. 

Therefore,  we  believe  that  for  corporations  that  would  be  subject  to  the  Corpo- 
ration Control  Act  such  as  the  Commission,  the  Congress  could  place  any  limita- 
tion or  restriction  it  desired  in  the  implementing  or  appropriation  legislation. 

Senator  Thurmond.  In  other  words,  I  am  looking  for  a  position  between  the 
corporate  agency  and  the  appropriated-fund  agency  that  might  achieve  the  bene- 
fits of  a  corporate  agency,  yet  contain  many  of  the  controls  desired  in  the  appro- 
priated-fund approach. 

Mr.  Fasick.  As  stated  in  our  response  to  the  previous  question  above,  we  be- 
lieve it  is  possible  to  achieve  desired  controls  through  limitations  or  restrictions 
placed  in  the  implementing  or  appropriation  legislation  of  the  Commission  and 
still  retain  the  corporate  entity. 

Senator  Thurmond.  Would  you  favor  the  Canal  continuing  for  the  next  year 
under  the  present  system  with  any  changeover  being  delayed  until  October  1, 
19S0? 

Mr.  Fasick.  We  have  recommended  in  testimony  that  the  Panama  Canal  Com- 
mission be  operated  as  a  government  corporation.  However,  the  Commission 
could  oi>erate  as  either  an  appropriated  fund  agency  or  corporation,  and  a  sim- 
ilar position  has  been  taken  by  the  Administration  and  Arthur  Andersen  &  Co. 
financial  consultants  for  the  Company. 

It  is  possible  to  have  a  semblance  of  a  system  by  the  time  the  Treaty  goes  into 
force,  but  you  may  not  have  all  the  information  needed  and  it  could  be  diflBcult 
to  determine  the  validity  of  the  data.  On  the  other  hand,  we  think  it  would  take 
considerable  time — a  year  or  longer — to  fully  develop  a  system  which  would  give 
you  good  managerial  and  financial  information  from  an  accounting  and  control 
standpoint. 

If  a  change  is  made  to  an  appropriated  fund  agency  and  because  of  the  short 
timeframe,  it  might  be  appropriate  to  consider  extending  the  changeover  until 
October  1, 19S0. 

Senator  Levin.  Tliank  you  all  very  much. 
This  hearing  is  adjourned. 

[Whereupon,  at  4:06  p.m.,  the  committee  adjourned,  to  reconvene 
upon  the  call  of  the  Chair.] 
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